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Railroads as an Economic Force 
in American Development’ 


I 


NY attempt to discuss the way in which railroads have promoted the 
A rise of the American economy must assume some theory of economic 
evolution. The following analysis is based upon Schumpeter’s theory of in- 
novations.’ Briefly this theory holds that economic evolution in capitalistic 
society is started by innovation in some production function, that is, by new 
combinations of the factors in the economic process. These innovations may 
center in new commodities or new services, new types of machinery, new 
forms of organization, new firms, new resources, or new areas. As Schum- 
peter makes clear, this is not a general theory of economic, much less of 
social, change. Innovation is an internal factor operating within a given 
economic system while the system is also affected by external factors (many 
of them sociological) and by growth (which means, substantially, changes 
in population and in the sum total of savings made by individuals and firms). 
These sets of factors interact in economic change. “The changes in the eco- 
nomic process brought about by innovation, together with all their effects, 
and the response to them by the economic system” constitute economic 
evolution for Schumpeter.’ 


* This article is an elaboration and extension of a paper delivered at the meeting of the 
Mississippi Valley Historical Association, Washington, D. C., December 28-31, 1938. 

* Joseph A. Schumpeter, Business Cycles (New York and London: McGraw-Hill Book 
Company, 1939), Vol. I, esp. chaps. iii and vii; idem, The Theory of Economic Development 
(Cambridge: Harvard University Press, 1934), chaps. ii and vi; idem, “The Instability of 
Capitalism,” The Economic Journal, XX XVIII (1928), 361-86. Cf. the theory of Allyn A. 
Young, “Increasing Returns and Economic Progress,” ibid., 527-42. 

* Business Cycles, I, 86. 
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Railroad development has had three phases or moments which have in- 
volved innovation in distinctive ways. I shall consider (1) the railroad as an 
idea, (2) the railroad as a construction enterprise, and (3) the railroad as a 
producer of transportation services. 


II 


By the railroad as an idea is not meant the original design of steam loco- 
motion on rails. It pertains to the inception in particular areas of particular 
projects, conceived as likely to be appropriate opportunities for business 
enterprise. In this sense the idea of any major innovation, such as the rail- 
road, is a potent economic force. For once railway projects have been con- 
ceived and plans for their execution elaborated, it becomes easier for other 
innovating ideas to be entertained.” On the one hand, the socio-psychological 
deterrents against entering upon new ways are lowered. On the other, the 
characteristics of the prospective future are altered ; they assume an aspect 
more favorable to men and firms with new plans than to men and firms 
whose position is established. Thus early railway projects were attended by 
a retinue of satellite innovations. 

The first railway projects emerged in the United States in the thirties in a 
situation in which the psychological risks had already been appreciably 
lowered by the general passion for internal improvements displayed in a 
plethora of projects for canals, turnpikes, plank roads, bridges, banks, and 
other enterprises.’ The earliest railways paralleled, supplemented, or im- 
proved transport systems that were already in being.’ The real railway revo- 
lution dates from the forties, prior to the California gold discoveries, in 
projects to cross the Appalachians, to link the seaboard with the interior, the 
Ohio Valley with the Great Lakes, and, breaking away from the contours of 


* These distinctions are hinted at but not developed in Business Cycles, I, 130-36. They are 
not to be construed precisely as stages or periods, although each was relatively more conspicu- 
ous in certain decades than in others. 

* Three types of obstacles to innovation are distinguished in Business Cycles, I, 100: 
hostility to the new idea, absence of facilitating economic functions, and inhibitions against 
entering upon a relatively incalculable course. Young in The Economic Journal, XXXVIII 
(1928), 534, stresses the need to remake human material in terms of new skills and habits and 
in terms of redistribution of population. 

* Carl Russell Fish, The Rise of the Common Man (New York: The Macmillan Company, 
1927), chaps. iv and v. 

7 One thinks of the Boston & Lowell, New York & New Haven, Philadelphia & Columbia, 
Allegheny Portage, the original Baltimore & Ohio, and the lines connecting Albany with 
Buffalo. 
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water transport, to unite distant points by more direct routes. It was the de- 
termination to build railroads in advance of traffic that gave the “railroad 
idea” prolonged force in American economic life. The conviction that the 
railroad would run anywhere at a profit put fresh spurs to American ingen- 
uity and opened closed paddocks of potential enterprise. 

Innovations are the work of enterprisers. For the railroad as idea, the role 
of entrepreneurship was pretty much identical with promotion; and the 
promoter was rarely limited in outlook to the railroad itself. In action, he 
was omnicompetent and omnipresent. His imagination leaped readily from 
the concrete problem of securing authority for a right of way to visions of a 
countryside filled with nodding grain, settlements of industrious families, 
and other evidences of progress and civilization. Each railway project in- 
volved the sanguine judgment of enterprising individuals and groups in par- 
ticular, local situations that a certain line would be of direct or indirect 
pecuniary advantage to themselves. It was linked to specific plans for town 
promotion and real-estate speculation, to combinations for contracting serv- 
ices and supplies or for exploitation of resources, in anticipation of the 
actual movement of traffic by rail. But as projects multiplied they collec- 
tively acquired a symbolic function, dramatizing broader purposes. The 
railway projector became an exemplification of the power of steam, of the 
advantages of the corporate form of business organization, of the ability of 
man to master his environment. The early railway promoter was not only a 
potential economic agent; he embodied the dream of developing commu- 
nities, regions, the continent. 

Thus, as the barriers to new projects were periodically lowered by the in- 
ception of new railway systems, the first moment of the railroad as an eco- 
nomic force was manifested in a wavelike profusion of new enterprises of 
many sorts. Moreover, its effects in the United States were not exhausted in 
a decade or so, as they were in England. The railroad idea was periodically 


*The most dynamic set of American innovations consisted in plans to build railways in 
anticipation of traffic. Lewis Henry Haney, A Congressional History of Railways in the 
United States to 1850 (Madison: University of Wisconsin, 1908), p. 31. Congressional land 
grants were a factor, as in the case of the Illinois Central, the first large system built through 
sparsely settled territory. Paul Wallace Gates, The Illinois Central Rail-road and Its Coloni- 
zation Work (Cambridge: Harvard University Press, 1934). Canal building had, however, in 
the old Northwest, anticipated the railroad less successfully in building ahead of population. 
Frederic L. Paxson, History of the American Frontier 1763-1893 (Boston and New York: 
Houghton Mifflin Company, 1924), chap. xxx. For early systems and projects, cf. Caroline E. 
MacGill et al., Balthasar Henry Meyer, editor, History of Transportation in the United States 
Before 1860 (Washington: Carnegie Institution of Washington, 1917) ; J. L. Ringwalt, Devel- 
opment of Transportation Systems in the United States (Philadelphia: The Author, 1888). 
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renewed for region after region and route after route, as national develop- 
ment, at least facilitated by the earlier railroads, widened the horizons of 
enterprise. 

III 


The second moment of the railroad as an economic force came with the 
actual construction of new lines. The statistics of net mileage added in each 
year from 1837 to 1937 give a quantitative measure of this contribution of 
the railroad to development, as appears on the accompanying charts. Two 
general statements are strikingly supported by these data.’ In the first place, 
railway building proceeded in an undulating pattern, paralleling closely the 
general contours of major business cycles until the First World War. From 
1850 to the nineties, omitting the years of the Civil War, the rise and fall in 
new construction in fact led by a perceptible interval most other indices of 
business conditions.” In the second place, there was a long-run trend in new 
railway construction, which was predominantly upward in absolute figures 
from the late 1840’s to about 1890. The rate of this upward trend tended to 
slacken with the aggregate movement approximating graphically a logistic 
curve, but, for the whole period, expansion of railway plant averaged about 
10 per cent a year. The trend since 1890 has been irregularly downward, 
bearing the aspect of a reversed logistic curve. The early persistent succes- 
sion of fresh waves of railway construction, arising largely in the develop- 
ment of new areas in the American West and South, must be regarded as one 
of the basic phenomena in the total economic growth of the United States, 
while the logistic curve of total experience presents in outline a picture of an 
industry passing from youth through adolescence to maturity. 

But how did railway construction as such act as an economic force? How 
could it be a pace setter ? The answer is broadly that it operated directly to 
create a demand for various factors of production. In response to this de- 


°The data for these charts are derived from the United States Treasury Department, 
Bureau of Statistics, Statistical Abstract of the United States, 1900 (Washington: United 
States Government Printing Office, 1901) ; ibid., 1914, p. 637; and ibid., 1937, p. 379. Chart II 
is adapted from Simon S. Kuznets, Secular Movemients in Production and Prices (Boston and 
New York: Houghton Mifflin Company, 1930), pp. 191, 526-27. 

* This correlation was initially based upon inspection of the mileage data in comparison 
with the chart in Schumpeter, Business Cycles, II, 465, and the analyses of business conditions 
in Willard Long Thorp, Business Annals (New York: National Bureau of Economic Research, 
1926) and National Bureau of Economic Research, Recent Economic Changes (New York: 
McGraw-Hill Book Company, 1929), II, 892. More decisive support is provided by John E. 
Partington, Railroad Purchasing and the Business Cycle (Washington: The Brookings Insti- 
tution, 1929). As Partington includes orders for replacements as well as for original basic con- 
struction, he finds that orders of railway capital goods led business-cycle changes as late as 
1907. Throughout this period, he finds, railway earnings followed, instead of preceded, 
changes in purchases. 
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mand there were rises in prices or increases in supply or both. Increase of 
supply could come only from some sort of further innovations, such as the 
drawing of fresh increments of land, labor, or capital into economic uses or 
the transfer of such factors to more effective combinations. This process 
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meant the periodic dislocation of the economic structure as well as the dis- 
ruption of the activities of individuals and communities. At the same time it 
enhanced the opportunities for enterprisers having a high degree of flexi- 
bility, pioneering individuals and groups, the agents of innumerable inno- 
vating firms and procedures. 

The land for railroad construction was largely new land, previously not of 
economic use. It cost virtually nothing to the railway companies, and not 
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very much to anyone else.” Socially the land devoted to railroad purposes 
more than paid for itself by the increment in productivity of adjacent land. 
This was so obvious to everyone connected with railway building that 
periodic land booms came to communities even before the rails were laid. 
The speculative activity thus diffused in anticipation of railroad construc- 
tion may have brought many creative innovations in its wake. But, by dis- 
tracting labor and enterprise from productive to parasitic activities, it fre- 
quently delayed the realization of the plausible hopes upon which railroad 
projects were primarily based. 

The demand for labor initiated a chapter in the history of immigration 
and colonization.” It also disciplined migratory and local labor power to 
co-operative industrial effort. But it had wider repercussions. Laborers were 
paid wages and the wages were spent for goods. They went to market to buy 
the produce of American farms and mills. Thus the demand for labor stimu- 
lated the spread of market economy and the more extensive production of 
goods and services for distant markets, and thereby contributed to the 
spread of economic specialization. 

The demand for capital functioned in parallel to the demand for labor. 
I am speaking of real capital, of goods, of the picks and shovels, sleepers and 
steel rails, engines and rolling stock and bridgework and culverts and ordi- 
nary building material, which make up the physical plant of a railroad. The 
construction moment of railway history brought an initial demand for these 
durable goods.” Hence there was a chance for the innovator in the lumbering 
industry, in quarries, in iron mills and carriage works. Indeed these in- 


™ Frederick A. Cleveland and Fred Wilbur Powell, Railroad Promotion and Capitalization 
in the United States (New York: Longmans, Green and Company, 1909), pp. 199-200. “In 
the Southern States, and the Mississippi Valley . . . . all the real estate required for way, and 
for depots, stations, etc., are generally gratuity to the roads.” American Railroad Journal, 
XXV (January 3, 1852), 13. Cf. James Blaine Hedges, Henry Villard and the Railways of the 
Northwest (New Haven: Yale University Press, 1930), passim. 

* Gates, The Illinois Central Rail-road, pp. 89, 94-8. Despite its crucial importance, the 
subject of labor supply has been too frequently neglected by railway historians. Adequate 
data for labor employed in new construction are available only for a few large lines such as the 
Central Pacific, Union Pacific, and the Illinois Central. On each of these, upwards of 10,000 
men were employed at the peak of construction. Probably a thousand men were needed for 
every hundred miles. Assuming that twice as many miles were in progress as were completed 
in any given year, the figure of 200,000 men is reached as the maximum employed at any one 
time in the construction of these railways. This figure was not attained until the eighties, by 
which time the census reported 250,000 officials and employees of railroads, presumably 
engaged directly or indirectly in transportation service. 

* Cf. files of railway periodicals for advertisements of manufacturers and dealers in railway 
materials and supplies. Ringwalt, Development of Transportation Systems in the U. S., 
pp. 132-36, 210. 
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dustries were hard put to keep pace with railway construction. Until the 
later eighties, every boom period found American factories unable to meet 
the demand for rails, and there were heavy importations from England and 
Wales. As late as the nineties, over one fifth of the total output of pig iron in 
the United States was being rolled into railroad bars.” 

Much of this demand for durable goods turned eventually into a demand 
for labor in mine and quarry and mill, into wage payments to labor. And 
these wages too were spent for consumers’ goods and meant widening mar- 
kets, increased specialization, and, presumably, greater productivity. 

Thus the initial impetus of investment in railway construction led in 
widening arcs to increments of economic activity over the entire American 
domain, far exceeding in their total volume the original inputs of investment 
capital. To this feature of modern capitalism, John Maynard Keynes and 
others have applied the term “multiplier.” It is believed that for present- 
day England the efficiency of the multiplier may suffice to double the impact 
of a new investment in construction. For nineteenth-century United States, 
its efficiency seems to have been considerably greater than that. 

I have spoken of inputs and investment. In our economy the demand for 
land and labor and capital has meant another demand, a demand not for an 
independent factor of production, but for something equally essential, a de- 
mand for money capital.” In fact, without a supply of money capital there 
could have been no effective demand for any of the real factors, no railways, 
and no stimulus from them for economic development. Hence it is con- 
venient to think of the building of railroads as an investment of money 
capital. To this investment there corresponded in the long run the accumula- 
tion of savings. That saving came first and investment in the railroads after- 
wards is a proposition for which there is little historical evidence, at least in 
the United States. It is true that the practice of thrift as an individual and 
family responsibility was built into our social system by the Puritans. But 
the savings thus made in the middle of the nineteenth century went largely 
into land, into improvements on the farm, into the mill, the private business, 





“ For details, cf. Statistical Abstract of the U. S., 1902, p. 380, and corresponding tables in 
earlier volumes. 

*® John Maynard Keynes, The General Theory of Employment, Interest and Money (Lon- 
don, 1936), chap. xi; R. F. Kahn, “The Relation of Home Investment to Unemployment,” 
The Economic Journal, XLI (1931), 173-98. 

* Admittedly “money capital” constitutes merely a vehicle or instrumentality, the means 
of acquiring command over the several factors of production. More commonly it is spoken of 
as long-term credit or capital funds. But sometimes an instrument becomes so important that 
it exerts influences by itself and requires consideration on its separate account. 
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and, in relatively small amounts, into public securities. Few railroads were 
originally financed by direct subscription of the shareholders at par in ready 
cash.” 

In final analysis, the funds for railway construction came from the exten- 
sion of credit by American banks and from foreign exchange supplied by 
European investors. This was accomplished by many devices which called 
into play the charitable cupidity of contractors and iron manufacturers on 
both sides of the Atlantic, and the lively anticipations of property owners in 
the area which the railroad was to develop.* Some of the shares were sold at 
a heavy discount to local residents, but more were given outright for land, 
for legal and legislative services, for banking accommodation, or as a bonus 
to promote the sale of bonds. Frequently there was a construction company, 
analogous to the Crédit Mobilier, which took all the securities in payment 
for the road and operated it pending the completion of construction. Since 
the books of these organizations have been conveniently mislaid, it will 
always be impossible to ascertain what our railroads really cost originally 
in money capital. The construction companies turned over whole blocks of 
securities to manufacturers and contractors in payment for goods and serv- 
ices. These enterprisers usually seem to have pledged the securities with 
banks for working capital in the process of supplying the goods. In New 
York and elsewhere, speculators and specialists in railway finance, operating 
also on bank loans, facilitated this inflationary process by their dealings in 
stocks and bonds and daily risked the credit of the railway companies in 
their furious contests of bulls and bears. 

The American banking mechanism did not have to bear this periodic 
strain alone. Every burst of new railway construction, in the thirties, in the 
fifties, at the close of the Civil War, through the eighties, and again from 
1904 to 1907, meant new investments from abroad by British, Dutch, and 
German capitalists.” Schumpeter states that the boom from 1866 to 1873, 


* These were chiefly railroads built in the thirties and forties. Cf. Frank Walker Stevens, 
The Beginnings of the New York Central Railroad (New York and London: G. P. Putnam’s 
Sons, 1926). Even in these cases, as we know from accounts of the crises of 1854 and 1857, the 
subscribers carried their shares on bank loans. Cf. Schumpeter, Business Cycles, I, 325-30. 

*® Cleveland and Powell, Railroad Promotion and Capitalization, is still the most adequate 
account for aspects before 1900. Cf. William Z. Ripley, Railroads ; Finance and Organization 
(New York: Longmans, Green and Company, 1915), pp. 10-52; Cleveland and Powell, Rail- 
road Finance (New York: D. Appleton and Company, 1912), chaps. ii-iv and the very rich 
bibliography ; Charles F. Adams, Jr., “Railroad Inflation,” North American Review, CVIII 
(1869) , 138-44. 

* This paragraph is based upon original research in London and the United States, made 
possible by a sabbatical from Wellesley College and a grant from the John Simon Guggenheim 
Memorial Foundation. An introduction to the subject is available in Cleona Lewis, America’s 
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which doubled our railway mileage, was entirely financed by an estimated 
two billion dollars of capital imported during those years.” It is incorrect 
to suppose, as he apparently does, that any such amount of foreign money 
was at that time invested directly in the railways. British, Dutch, and Ger- 
man investors were then buying nearly half of the Civil War debt, chiefly in 
5-20’s and 10~-40’s, to the amount of more than a billion dollars par. The 
railroads obtained directly only about half a billion. The purchase of gov- 
ernment bonds by foreigners, however, released savings and bank resources 
for railway, industrial, and commercial promotion in the United States. In 
no subsequent period was the impact of foreign capital as momentous ; but 
it is easy to exaggerate its importance. Although something like one fifth of 
the nominal value of American railroads was foreign-owned in 1873, the 
whole volume of foreign claims amounted to only 6 or 7 per cent of national 
wealth.” While in the course of subsequent fluctuations foreign ownership of 
railroad securities may have reached the proportions of one third in 1890 
and nearly as much just before 1914, yet at these later dates it constituted a 
smaller proportion of the total national wealth than it had in 1873. Accord- 
ing to the estimates, foreign investments did not keep pace with the growth 
of the national wealth. 

It would be desirable to measure more precisely the investment of money 
capital at successive periods. Available figures of railway capitalization are 
entirely unsatisfactory for historical purposes. Apart from the obscurities 
of early railroad finance already mentioned, tabulations and estimates do 
not carefully and regularly include net floating debt or exclude intercor- 
porate securities. The pathology of early stock watering has no necessary 
connection with the “overcapitalization” from which most railroad systems 
have suffered in recent years. This overcapitalization is entirely compatible 
with real historical investment as large as the nominal capitalization. But 
the available statistics give no adequate clue, before the last few decades, 
when such amounts actually were invested. 

Whatever the source or timing of the application of money capital, the 
financing of railroad construction encouraged innovations in financial enter- 
prise: the development of stock exchanges and their techniques; the spe- 





Stake in International Investments (Washington: The Brookings Institution, 1938), chap. ii; 
Ripley, Railroads ; Finance and Organization, pp. 1-10; and Leland H. Jenks, The Migration 
of British Capital to 1875 (New York and London: Alfred A. Knopf, 1927), chap. iii and 
pp. 169, 255-59 and notes. Before the Civil War the share of foreign investors was smaller 
than it became later. In only a few cases was it an initiating factor in railroad development. 

” Schumpeter, Business Cycles, I, 335. 

™ Lewis, America’s Stake in International Investments, Pp. 560. 
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cialization of firms, old and new, in investment banking and in security 
brokerage ; the specialization of banking institutions (especially trust com- 
panies) as trustees and registration agents for securities, and as agents for 
distributing capital and interest payments ; the rise of legal firms specializ- 
ing in corporation law and in adjusting construction activities to the in- 
tricacies of the American political system. 

New financial techniques and innovations in corporate structure were in- 
volved when established railway companies became agents in the flow of 
capital. By the early fifties the Pennsylvania was using its credit to supply 
funds for the building of western connections which it only informally con- 
trolled.” With the establishment of the Pennsylvania Company in 1869, the 
holding company became a permanent feature of the American scene. In 
many cases initial construction was of the sketchiest sort and by the seven- 
ties it was an established practice, of which foreign security holders bitterly 
complained, for companies to invest their earnings in necessary improve- 
ments and extensions. This financing of corporate growth from within may 
fairly be claimed to be an American innovation in capitalistic technique, 
which has only recently been diffused to the British Isles. 

With financial innovation came a transformation of the role of the enter- 
priser in connection with particular railway systems. In the initial moments 
of construction, the typical enterpriser was still pretty much the omnicom- 
petent pioneer, the individual of imagination, daring, and energy. Like Gen- 
eral W. J. Palmer of the Denver and Rio Grande, he considered himself an 
agent of civilization, an embodiment of collective purpose.” No aspect of the 
task of railway building was too technical for his consideration and none too 
petty. In looking for the enterpriser of particular lines, official titles should 
not deceive. There was usually one man or a small informal group of unspe- 
cialized associates who could get things done, who could deal effectively at 
the same time with laborers, suppliers, politicians, and the local citizenry, 
and could command the confidence of sources of credit. At the construction 
moment, administration of a large formal organization was not necessarily 
involved. The mechanism of subcontracting provided a pattern for the co- 
operation of innumerable lesser enterprisers of a similar type. 

Such enterprisers were rarely able, however, to cope with recurrent finan- 


* Pennsylvania Central R. R. Co., Annual Reports, passim. 

* William J. Palmer, The Westward Current of Population in the United States (London, 
1874) and Glenn Chesney Quiett, They Built the West (New York and London: D. Appleton- 
Century Company, 1934), chaps. ii-vi, throw light upon the career of this neglected 
enterpriser. 
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cial involvements. The elaboration of the superstructure of railroad secur- 
ities sooner or later compelled a more formal division of tasks and responsi- 
bilities in the continuance of construction. In some cases this involved a shift 
of the center of decision from the engineer-promoter to financial and legal 
experts either within or outside the railroad organization.” The financier- 
enterpriser assumed many guises, now entering upon new construction to 
win stock-exchange battles, now basing a program of calculated expansion 
upon a re-ordering of company accounts, now entering belatedly, as did Wil- 
liam Rockefeller in Northwestern, the race for competitive bigness.” There 
was inescapably a narrowing of horizon ; the financier-enterpriser could de- 
cide freely only problems stated in financial terms, and he focused his atten- 
tion chiefly on relations with potential intermediaries and rivals for the 
supply of capital. 

Thus the second moment of the railroad as an economic force came with 
a demand for the factors of production in new construction, accompanied by 
the rise of new techniques and institutions of finance, by the aggregation of 
capital in mobile forms, and by the gradual displacement of the omnicom- 
petent type of enterpriser. 


IV 


The third moment to be surveyed is that of the railroad as a going concern, 


a complex of tracks and engines and cars and managers and employees en- 
gaged in the business of carrying passengers and freight. By rendering this 
transportation service, the railroad in operation has doubtless added directly 
to the real income of the United States, and indirectly to economic expan- 
sion.” There appears to be no satisfactory technique for giving a precise 


*N.S. B. Gras, Business and Capitalism (New York: F. S. Crofts and Company, 1939), 
pp. 246-59, 272-75, indicates the “normal” process by which financial capitalists became in- 
volved in industry. He is correct, I believe, in implying that the opportunity and need have 
not been confined to late phases of the construction moment. From the standpoint of innova- 
tion, the emergence of the financial enterpriser in the railroads is not to be identified with the 
rise of special departments within the organization. The latter, or their heads, may be simply 
parts of a formally established group functioning as management-enterpriser. See section IV 
below. 

*° Max Lowenthal, The Investor Pays (New York: Alfred A. Knopf, 1933). 

” Ringwalt, Development of Transportation Systems in the U. S., pp. 382-85 and Henry 
V. Poor, Influence of the Railroads of the U.S. in the Creation of its Commerce and Wealth 
(New York, 1869) are representative of early discussions. “Our new railroads increase the 
value of farms and open new markets for their products. They lessen the time and cost of 
travel. They give a value to commodities otherwise almost worthless. They concentrate popu- 
lation, stimulate production, and raise wages by making labor more efficient. Our existing 
railroads are computed to create more wealth every year than is absorbed for the construction 
of new railroads.” Commercial and Financial Chronicle, XVI (January 11, 1873), 41. 
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measure to the extent of this contribution. It seems that the railways carried 
irregularly increasing ton-miles of freight until 1929, while the aggregate of 
passenger-miles expanded until 1920. The quanta involved, said to be from 
13 billions of freight in 1870 to 450 billions in 1929, are certainly enormous.” 
But the available figures, at least before 1890, are neither accurate nor com- 
plete. There have been important changes in the composition of traffic. As 
Pigou points out, any attempt to measure differences in real income between 
situations involving substantial variations in the use of productive factors 
and in the composition of demand is theoretically at least precarious.” For 
contemporary comparison, Holmstrom has worked out a technique by 
which “virtual costs” (operating and maintenance charges plus interest on 
replacement cost of ways and works plus depreciation and profits) are 
equated with “direct benefits” on the one hand and “consumer costs” plus 
public subsidies on the other.” In view of the defective character of the data 
and the violence of price fluctuations in the United States, there is little hope 
of applying these means of measurement to the historical problem. 

It is commonly assumed that the great contribution of railroad trans- 
portation came from the reduction of shipping costs. As compared with 
pre-motorized forms of highway transportation, the advantage of the rail- 
road has always been obvious. There is no convincing evidence, however, 
that railways have ever carried freight at lower costs either to shippers or to 
society than canals or waterways.” The advantages that early railways 


* Attempts to use railway data in connection with the study of changes in real income and 
“productivity” are exemplified by Arthur F. Burns, Production Trends in the United States 
since 1870 (New York: National Bureau of Economic Research, 1934) and Spurgeon Bell, 
Productivity, Wages, and National Income (Washington: The Brookings Institution, 1940). 
A brief factual summary of the role of the railways in the economic system after the First 
World War is provided by the Bureau of Railway Economics, The Railways and Economic 
Progress (Miscellaneous Series No. 50, Washington, 1929). The theory there suggested that 
the “economic contribution” of the railways is measured by the volume of their expenditures 
of all kinds is, however, at variance with the premises of this paper. Incidentally, this is an 
unusual place to find a theory popularly associated with New Deal economics. On railroad 
expenditures, cf. Partington, Railroad Purchasing and the Business Cycle. 

* A. C. Pigou, “Comparisons of Real Income,” Economica, New Series, X (May, 1943), 
pp. 93-8. 

* J. Edwin Holmstrom, Railways and Roads in Pioneer Development Overseas (London: 
P. S. King and Son, 1934), chap. i. Cf. E. A. J. Johnson, “New Tools for the Economic His- 
torian,” The Tasks of Economic History, supplemental issue of The Journal of Economic 
History, December, 1941, pp. 30-8. 

* General treatments of the economic significance of improved transportation are also 
found in D. Philip Locklin, Economics of Transportation (Chicago: Business Publications, 
1938), chap. i, and Cleveland and Powell, Railroad Finance, chap. i. On comparative costs of 
service, cf. MacGill, History of Transportation in the U.S. before 1860, pp. 574-82; Haney, 
Congressional History of Railways in the U. S., chap. iii; Charles H. Ambler, A History of 
Transportation in the Ohio Valley (Glendale, California: The Arthur H. Clark Company, 
1932), pp. 358 ff.; Harold Kelso, “Waterways versus Railways,” The American Economic 
Review, XXXI (1941), 537-44. 
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showed over canals, such as speed, flexibility of service, and special adapt- 
ability to short hauls, are analogous to those of modern highway transport 
over the railroad. It was far more important that the railroad brought trans- 
portation to areas that without it could have had scarcely any commercial 
existence at all. At a later epoch, the motor highway provides means to 
achieve this result, at least in British colonial areas, at lower initial social 
cost. But historically, the very existence of most American communities and 
regions, of particular farms and industrial firms and aggregates, was made 
possible by the railroad. 

Holmstrom’s study of the cost characteristics of various forms of trans- 
portation brings other considerations to the forefront of analysis. He shows 
that the traffic potential of the railroad per unit of installation is even now 
far greater than that of any other form of transportation that he considers. 
For colonial areas in the early 1930’s, for example, he computes that human 
porters could carry a maximum of 1,450 ton-miles of freight per annum ; 
heavy animals, 3,600; “horsed wagons,” 118,800; tractor trains, 1,000,000 ; 
and broad-guage railways, 3,613,500.” Thus an initial and continuing poten- 
tial contribution of the railroad has come from the volume of traffic it has 
been able to carry. 

The converse of this proposition is the fact that the railroad constitutes a 
case of increasing return, with special features that give a decisive bent to its 
impact upon economic structure. Its social costs per unit of traffic decrease 
rapidly with traffic density.” A familiar manifestation of this condition was 
the well-known shift from passengers and light traffic as principal sources of 
revenue in the early railroad days to bulk traffic. Any isolated railroad sys- 
tem would tend to expand along those lines. But as new railroads in the 
United States became linked to previously existing lines, and as the innova- 
tion of freight-car interchange was established after the Civil War, a prin- 
ciple of acceleration was manifested enabling newer lines to begin farther 
along the cost curve. Between 1890 and 1941 the average actual haul of each 
ton of freight became 50 per cent longer (increasing especially during the 
First World War and the 1930’s) ; there was an increase of more than roo 
per cent during the same period in the distance traveled by the average pas- 
senger. These are revealing data about the long-run function of the railroad 
in the economic system.” Such expansion is, however, not a measure of in- 


* Holmstrom, Railways and Roads in Pioneer Development Overseas, p. 56. Palmer, The 
Westward Current of Population in the U. S., relates that in 1866 the stage line from the 
terminus of the Kansas Pacific in Topeka carried six passengers daily to Denver. Two years 
later, daily trains carried westward one hundred to five hundred passengers daily. 

* Holmstrom, pp. 104-12. 

* United States Interstate Commerce Commission, Statistics of Railways in the United 
States, 1941 (Washington: United States Government Printing Office, 1943), pp. 159-60. 
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novation ; the recent increase reflects to no small degree adjustments by rail- 
roads to other innovations in the economic system. What is significant about 
the principle of increasing return in the railroad is that it indicates direc- 
tions in which railway transportation affects the economic structure. 

That the railroad tends to attract factors of production to its right of way 
needs no comment ; this perception lay at the heart of the American railroad 
innovation. As Holmstrom points out, however, this supply of potential traf- 
fic does not distribute itself at random. It is polarized first about line ter- 
minals, and secondarily about traffic intersections.“ There is a further 
tendency. Irrespective of rate differentials, the service of the railroad is of 
greatest advantage to large shippers requiring a fairly regular flow of traf- 
fic.” Thus railroad transportation provides a considerable addition to the 
external economies that firms can realize from large-scale operations. Such 
phenomena as the ecological structure of wholesale trade, the localization 
and concentration of primary processing establishments, and the vertical 
integration of production units in spite of their geographical separation are 
thus functionally related to railroad transportation service. In more con- 
crete terms, attention may be directed to the initial localization of the 
textile industry in New England, the development of the factory system in 
some other industries at points remote from water power and dependent 
upon rail supply of coal, the establishment of stockyards in Chicago and 
other terminals, the rise of assembly plants, and generally the coricentration, 
at terminals convenient to the source of supply, of industries processing and 
reducing the bulk of raw materials. In all these respects, railway transporta- 
tion has worked in the same direction as, but in different areas from, water 
transport. It has functioned differently from the realized and probable 
tendencies of highway traffic. 

The organization of railway enterprise itself early displayed the same 
tendencies to differentiation that it encouraged in other industries. On the 
one hand, the railways transferred to other enterprises part of their business. 
First in individual railway lines, and gradually on a more national scale, 
came the innovation of express companies, specializing in the rapid trans- 
mission of small items of high value. Opportunity arose for Pullman and 
other specialists in high-cost passenger service. On the other hand, individ- 
ual railways themselves engaged in other business activities. If their land 
departments developed in order to implement construction, they proved of 





* Holmstrom, pp. 265-66, 273. 
* Ibid., pp. 271-72. 








Railroads as an Economic Force 15 





more value in augmenting traffic density to remunerative levels. Reading 
and other companies acquired anthracite fields in the interest of controlling 
the supply of bulk traffic between terminals. A great deal of change in the 
internal structure of railway organizations was merely a function of their 
expansion, involving innovations of a highly derivative and adaptive char- 
acter; but other changes involved the positive quest of increasing return. 
The extension of particular systems by purchase, lease, and contract did not 
invariably contemplate development, but often aimed at controlling for the 
benefit of original main lines the supply of traffic at terminal points. The 
consolidation movement and much resistance to it on the part of particular 
companies may be interpreted from this point of view. 

It must be clear that to yield real income and participate in expansion are 
not the same as to be a force for economic development. On the economic 
structure, the impact of the railway as a going concern was most decisive in 
the early years of the expansion of each system and in many respects came 
from the network as a whole rather than from any particular part. In time 
many other forces reinforced the polarizing tendency of the railroad. Urban 
centers tended to generate conditions that made for their own growth into 
metropolises. The returns to railways from increasing density tended to in- 
crease at slackening rates. Change in the railways gradually became more a 
matter of adjustment to external innovations than a primary source of dis- 
turbance to the economic structure. 

As early as the eighties, railway systems that had been daring ventures 
only a decade before found themselves embarking on extensions and im- 
provements, not as acts of innovating faith, but to enable them to handle 
traffic that had been offered them or to keep somebody else from getting the 
business.” In region after region development initiated by the railroad out- 
ran the plans of the projectors. The business of the railroad came increas- 
ingly to consist not in starting something but in keeping pace with what 
others were doing. That the railway would carry freight at known rates and 
with gradual change in the quality of service came to be part of the normal 
expectations of every business firm, a stable part of an environment which, 
of course, might still be disturbed by other innovations.” While the real in- 





* For instance, new financing was sought by the Grand Trunk of Canada in the seventies 
and the Norfolk & Western in the eighties to make it possible to handle traffic already being 
offered. It was not always an extension that was involved but more often double-tracks, sid- 
ings, rolling stock, and improvements in the right of way. 

7 Schumpeter, Business Cycles, I, chap. ii, presents a representative theoretical analysis of 
this “equilibrium” position to which railway enterprises have been approximating. 
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come accruing to society from railway transportation probably continued to 
grow until 1929, the railroad functioned decreasingly as a pace setter or as 
an inciting force in the expansion of which it was a part. 

By the time of the financial reorganizations of the nineties, many Ameri- 
can railways manifested signs of belonging to an industry that has reached 
maturity.* The signs became more widespread in the first decade of the 
present century with the completion of the last cluster of new systems. For 
enterprises in general, Oxenfeldt thinks “newness of economic consequence” 
can be assumed to have worked itself out within a year of establishment.” 
This seems too short a period for the railroad. Although the bulk of improve- 
ment in the early years of American railway systems is properly classed as 
“construction,” the leverage of increasing return in this field involves such 
extensive relocation of productive forces that opportunity for major busi- 
ness decisions may recur for several years after “completion” of the system.” 

That some innovations have been made by railroads since 1910 must be 
conceded. Both technological and organizational changes are involved in the 
recent rapid increase in ton-miles of freight handled per employee and per 
unit of capital, in the increased capacity of cars, in speed of train units, in 
locomotive efficiency, etc. The National Resources Planning Board, how- 
ever, takes the view that potentialities in this direction are thus far more an 
idea than an actuality.“ 

Consolidation looms as the source of the most important innovations in 
the near future. In 1933 only 16 per cent of the time of a typical freight car 
from shipper to consignee was consumed in hauling ; 37 per cent of the time 
was attributable to railroad terminal movement; and a total of 84 per cent 
was spent in terminals.” Co-operation among carriers could improve this 
condition, but changes of innovational consequence seem to wait upon gov- 
ernment action. 

But what has been the role of the entrepreneur in the railroad as a going 
concern? What is the source of innovation in an enterprise almost wholly 


* E. G. Campbell, The Reorganization of the American Railroad System, 1893-1900 (New 
York: Columbia University Press, 1938). 

* Alfred R. Oxenfeldt, New Firms and Free Enterprise (Washington: American Council on 
Public Affairs, 1943), p. 75. 

“ The degree to which in recent decades public regulation has restricted this opportunity as 
far as pricing of services is concerned has been the subject of a suggestive inquiry by the 
National Resources Planning Board. Transportation and National Policy (Washington: 
United States Government Printing Office, 1942), esp. pp. 87-128. 

“ Ibid., pp. 60-5. 

© Ibid., p. 41. 
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concerned with rendering transportation service? The rise of a line organi- 
zation with few staff features was an early aspect of railway operations, and 
was well established by the eighties. The Pennsylvania Central seems to 
have led the way in the practice of promotion from within, a practice that 
developed rapidly into seniority policies at all levels and the establishment 
of railroading as a career. For a couple of decades after the Civil War, the 
training thus afforded made the Pennsylvania an important source from 
which new companies drew top executives who often developed entrepre- 
neurial talents as individuals. Thomas A. Scott, who rose from the ranks to 
the presidency of Pennsylvania, was of pioneering quality. As horizons of 
opportunity narrowed, however, selection from within tended to bring com- 
petent administrators of a more routine sort to top executive positions, men 
who had spent so many years mastering the complexities of detailed manage- 
ment along established lines that they had little interest in changing those 
procedures. This tendency has been marked in many railroad systems, and 
is associated with the shift to adaptive change as the principal relation of the 
railroads to economic expansion in recent years. 

Nevertheless, some innovation has taken place, and it can occasionally be 
traced to pioneering leadership. Large organizations as such, however, apart 
from their degree of maturity, set up certain hazards to innovation. To con- 
tinue operations they require the delegation of specialized authority and 
responsibility to a considerable number of individuals. An innovation dis- 
turbs their tasks and their relations with each other quite as much as it does 
economic relations and activities outside the organization. This disturbance 
to internal equilibrium is not adjusted through market mechanisms and bar- 
gaining transactions. It involves planning activity. Decisive importance can 
scarcely be allowed to attach to individuals who conceive new ideas, even 
when this duty is delegated to them as a specific task. The locus of decision 
tends to spread to a group that includes persons in a position to know and 
deal with prospective internal disturbances which are only partially of an 
economic character.” It is not clear that this development has explicitly 
gone far in railroad organization. As an innovation in the role of entrepre- 
neurship itself, it is emergent in some newer large-scale industries. The ex- 





“ An introduction to the sociological theory of organization can be found in Chester I. 
Barnard, The Functions of the Executive (Cambridge: Harvard University Press, 1938). 
Cf. T. N. Whitehead, Leadership in a Free Society (Cambridge: Harvard University Press, 
1936), chaps. vi and viii. The problem at a lower level of enterprise structure is analyzed in 
F, J. Roethlisberger and William J. Dickson, Management and the Worker (Cambridge: 
Harvard University Press, 1939), chaps. xxiv and xxv. 
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tent to which the management-enterpriser type, as we may call it, has 
actually functioned in railroads informally and without explicit recognition 
deserves inquiry. 


V 


This general interpretation of the role of the railroad as an economic force 
suggests what might be undertaken in greater detail to apply the innovation 
theory to the history of particular companies and of the railroad system as a 
whole. What was the impact of the railroad upon technological, locational, 
structural, and organizational alterations in particular firms, industries, and 
regions ? Parallel inquiries could be made regarding the part played by other 
major innovations, such as the more recent rise of the electromotive 
industries. It is not a question of applying the facts of economic history to 
verify an economic theory. It is a question of using a theory as a tool to 
coherent understanding of the facts. Economic historians seem increasingly 
willing to make use of conceptual aids for this purpose. It is one of the most 
prominent symptoms of what may be a wider tendency to employ analytical 
procedures in historical studies. 

For the study of long-run change, the innovation theory stresses two im- 
portant aspects of historical process : (1) the distinction between innovating 
(disturbing, inciting, evolutionary) change and various types of adjustment 
(including expansion), and (2) the distinctive role of entrepreneurship. The 
first of these aspects provides the framework for systematic exploration of 
the relation between changes in several sectors of the economy, in so far as 
these can be interpreted in economic terms. The breakdown of the railroad 
innovation into three “moments” is only a convenience that may be peculiar 
to transportation. In any case, the distinction between innovating and adap- 
tive change is a device that should become more serviceable to the historian 
as it is sharpened by application to a number of particular situations. It does 
not necessarily require the economic historian to take into account other 
than economic events and processes. Indeed, its logical adequacy can only 
gain from rigorous limitation to the items that are considered to be a part of 
an economic system. 

The emphasis upon entrepreneurship as the crucial factor in capitalistic 
evolution involves both theorist and historian in considerations that go far 
beyond the limits of economics. Schumpeter is explicitly aware of this fact, 
and insists that in his conception the economy is not isolated but functions 
in a larger universe which requires in the first instance sociological analysis 
for its interpretation. The theory of innovations is neither a “great man” nor 
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a “better mousetrap” theory of history. The innovator is a person whose 
traits are in some part a function of his sociocultural environment. His in- 
novation is a new combination of factors and elements already accessible. It 
relates in every phase to previously developed business and monetary habits, 
technological skills, and variable tastes, none of which can be regarded as 
functions of economic activity alone. Thus Schumpeter’s theory involves the 
question of the sociological factors favorable to the emergence of entrepre- 
neurship. In a recent work he has presented a partial analysis of such fac- 
tors.“ Further analysis seems to be called for, at least so far as American 
capitalism is concerned, analysis that will come to closer grips with the 
special features of American social structure and the various influences 
which made for a strong entrepreneurial bias in the “social character” of the 
nineteenth-century American. 

Despite his sociological sophistication, however, Schumpeter tends to 
think of his entrepreneur pretty much as a deviant person—a particular in- 
dividual or at most a family. This approach tends to make highly prob- 
lematical the existence of any entrepreneurship in a bureaucratic enterprise 
such as the railway, whether under private or public ownership. It must be 
recognized that innovations in a socialist economy would work themselves 
out by mechanisms other than under capitalism. But not all of such differ- 
ences would be peculiar to socialism. Practically, large-scale organization 
offers a new type of social resistance to innovation. At the same time, as 
Schumpeter himself vigorously argues, the large organization offers real 
support to technological change, at least, by mobilizing resources for its sys- 
tematic planning.” 

It is possible that there is a real social lag in conceptions of the entrepre- 
neurial function. The question deserves to be considered whether policy 
formation by group action is an obstacle to innovation, not inherently, but 
only because of certain peculiarities in our culture. Is the entrepreneurial 
role in large organizations increasingly the function of a co-operating group? 
Is it true that this tendency is not absolutely new but can be discerned in 
earlier phases of modern industry; that it is less important in entrepre- 
neurial studies to single out the contributions of one individual than to 
ascertain the personal composition of the group with which he usually inter- 





“ Joseph A. Schumpeter, Capitalism, Socialism, and Democracy (New York: Harper and 
Brothers, 1942), chaps. xi-xiv. 

“ Ibid., pp. 96-8. Schumpeter seems to regard this change as more than adaptational. In so 
far as it is innovational, however, it functions less to develop capitalist structure than to fur- 
ther its incipient transformation into something else. 
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acted and the way in which the members compensated for their respective 
shortcomings and were adjusted to each other? In so far as there is validity 
in affirmative answers to these questions, a practical problem of much im- 
portance falls upon the large organizations of the present day, that of culti- 
vating social techniques for facilitating innovations. But there would be a 
broader social problem, that of developing personalities whose practical 
imagination and responsibility for decision will be stimulated rather than 
frustrated by membership in policy-determining groups. This would be a 
task for the family and other educational institutions and for socializing 
processes in the wider society. 
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Monetary Problems in Spain and Spanish America 
1751-1800 


I 


HE sixteenth-century Price Revolution in Spain induced by the gigan- 
T tic stream of Mexican and Peruvian silver was followed by a century of 
alternate inflation and deflation resulting from wars and weak governments.’ 
But in spite of frequent, long, and unsuccessful wars, monetary stability 
characterized the first half of the eighteenth century.” Then a sharp rise in 
the output of the precious metals, particularly of Mexican silver, increased 
the Spanish monetary stock and forced prices upward by almost one third in 
the next three decades of comparative peace. To finance a bitter conflict with 
England in 1779-83, Spain was compelled to resort to her first issues of 
paper money. The paper currency depreciated rapidly during the war but 
rose to par after the conclusion of peace and remained there throughout the 
Nootka Sound controversy. 

The heavy issues of treasury bills (vales reales) after Spain became in- 
volved in the Wars of the French Revolution, in 1793, brought serious dis- 
order. It is true that money in Spain depreciated little more than in England 
during the Napoleonic War and much less than in the United States during 
the War of 1812. The Spanish paper never threatened to sink to the level 
reached by Continental currency or the assignat. But under the impact of 
war and the accompanying paper-money inflation the cost of living soared ; 
real wages fell ; the war effort faltered ; and public dissatisfaction prepared 
the way for conquest by Napoleon. 

In the middle of his reign Charles III (1759-88) reformed the degraded 
and heterogeneous coinage, and ten years later he chartered the Bank of 
Spain largely as a device for the orderly contraction of the overissued treas- 
ury bills. After 1794 Charles IV (1788-1808) adopted a host of expedients 
to combat the rapid depreciation of redundant paper currency. From 1751 to 
1800 the Mexican mines and the Spanish printing presses—leading instru- 
ments of war finance—forced prices upward as fast as they had risen during 
the Price Revolution. 

Considerably more than half of the world output of the precious metals 





* Earl J. Hamilton, “Monetary Disorder and Economic Decadence in Spain, 1651-1700,” 
Che Journal of Political Economy, LI (1943), 477-93. 

* Earl J. Hamilton, “Money and Economic Recovery in Spain under the First Bourbon, 
1701-1746,” The Journal of Modern History, XV (1943), 192-206. 
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in the second half of the eighteenth century flowed from the mines of Span- 
ish America, and most of the bullion was coined in Spanish mints in the New 
World or the Old. A quest for the treasure of New Spain and Peru had an 
important bearing upon the diplomacy of Western powers. The great vol- 
ume and relative stability of national, or standard, Spanish money gave it an 
unrivaled position in international transactions throughout the world. But 
despite the unexampled role and universal acceptability of the national gold 
and silver coins, they were not even used as money of account at home ; and 
serious monetary problems repeatedly arose in Spain and America. 


II 


In the examination of the monetary problems and policies of this half 
century let us survey first the Spanish monetary system at the beginning of 
the period. In addition to clipped, sweated, and abraded coins of previous 
reigns and a wide variety of foreign and counterfeit pieces, two distinct 
types of gold and silver money—national and provincial—were flowing from 
the mints in 1750 and circulating side by side. National gold consisted of 
escudos* in units of 2, 1, 2, 4, and 8, with the 8-escudo piece the commonest 
type. The escudo was 22 karats (91.7 per cent) fine and weighed 1/68 of a 
mark (230.046 grams). National silver consisted of reals in denominations 
of 14,1, 2, 4, and 8. The famous piece of 8 reals (real de a 8) was the most 
prevalent. The real contained 11 dineros of pure silver (that is, it was 91.7 
per cent fine), and 68 were struck from a mark. National gold and silver 
were coined and used freely in both Spain and the Indies. 

Deliberately coined lighter and baser than the national units in order to 
prevent their exportation, provincial gold and silver were designed to cir- 
culate as subsidiary coins and only in peninsular Spain. At least theoreti- 
cally, they were not minted or accepted in the American colonies. The pro- 
vincial real was 9 dineros 22 grains (82.64 per cent) fine and weighed 1/77 
of a mark. Intended for fractional coinage, the denominations were limited 
to 2, 1, and 2 reals. The 2-real piece, commonly called peseta by 1750, 
became the Spanish monetary unit in the nineteenth century. The veintén,’ 





*Commonly called doubloons (doblones) because of the prevalence of the multiple units, 
or “doubles.” 

“Archivo Histérico Nacional, Madrid—hereafter cited as AHN, Clero: Leon, Benitos de 
Sahagun, Leg. 379. 

° Or “twenty,” a coin equivalent to 20 vellon reals. 
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without multiples or fractions, was the only provincial gold coin. From a 
mark 21 karats 3 grains (90.6 per cent) fine, 130.56 veintenes were struck. 

Vellon provided small change and also served as the money of account in 
which 34 maravedis equaled 1 vellon real. It originally consisted of copper 
with a small admixture of silver (seldom as much as 6 per cent), but since 
the end of the sixteenth century silver had entered into only a few small 
“reform” issues appearing at widely scattered intervals. The vellon coined 
in the eighteenth century invariably consisted of pure copper. In the 1740’s, 
102 maravedis, in denominations of 1, 2, and 4 maravedis, were coined from 
a mark. The seigniorage was estimated at 33 per cent. Overissue in 1741-43, 
to aid in financing the Spanish participation in the War of the Austrian 
Succession, threatened to drive the discount on vellon above the legally 
established level; but a pragmatic of October 23, 1743, limiting the legal 
tender to sums not exceeding 300 reals (the current price of 155 dozen eggs 
or 75 days of skilled labor) checked the depreciation.’ In 1750, vellon was 
stable in terms of gold and silver. 

In the second half of the eighteenth century, business was transacted and 
financial records kept exclusively in terms of vellon.’ The public debt, the 
capital stock of the Bank of Spain, and even the mint records of gold and 
silver coinage were not exceptions to this universal rule ; but gold, silver, and 
paper (after 1780) comprised the greater part of the money in circulation. 
Hence precision by the Government in fixing the vellon tariffs of the different 
classes of money was absolutely essential to the smooth functioning of the 
monetary system. 

Throughout the second half of the eighteenth century the real of national 
silver was rated at 85 vellon maravedis, and the provincial real at 68, despite 
changes in their pure silver content. In 1750 the escudo of national gold was 
tariffed at 37 reals 22 maravedis in vellon, and the veintén, as its name im- 
plies, at 20 reals. The resultant bimetallic ratio between gold and silver was 
15.06 to 1. The vellon rating of gold coins, and thus the bimetallic ratio, rose 


as the preponderance of silver production altered the market relationships 
of gold and silver. 





* AHN, Sala de Alcaldes de Casa y Corte, Lib. 1331e, fols. 584-585; Archivo del Ayunta- 
miento, Santander, Leg. 17, No. 17. Fritz Riihe, Das Geldwesen Spaniens seit dem Jahre 1772 
(Strassburg, 1912), p. 25, n. 1, argues that for the first time genuine fractional money was 
established in Spain but the legal-tender limit remained high enough to allow wide scope for 
the unitary employment of vellon. 

* Pesos of 15 reals 2 maravedis, reals of 34 maravedis, and maravedis. A pragmatic of May 
29, 1772, prohibited contracts payable in gold that did not reduce the sums involved to vellon 
reals, AHN, Sala de Alcaldes de Casa y Corte, Lib. 1360e, fol. 291. 
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III 


General weariness following the long War of the Austrian Succession and 
the firm determination of Ferdinand VI (1746-59) to avoid strife, a virtue 
that offset many undoubted shortcomings, gave Spain an era of peace during 
the last eleven years of this monarch’s reign. Adopting the prudent monetary 
policies of Philip V, Ferdinand maintained the integrity of the coinage. His 
only monetary legislation for peninsular Spain was a decree of February 28, 
1747, authorizing an issue of 1-maravedi pieces to remedy a serious shortage,” 
and a law of December 2, 1747, outlawing mutilated coins in order to combat 
clipping and sweating and providing (for the convenience of commerce) that 
round coins of gold and silver struck since 1728 should circulate by tale if 
the milled margins were intact.’ When the merchants of Cadiz, the great 
emporium of American trade, complained, in 1752, that a lack of vellon for 
change was seriously handicapping business, the royal treasury promptly 
supplied an adequate quantity.” 

In mint regulations for Spain and the Indies promulgated on August 1, 
1750, Ferdinand VI made his only significant monetary mistake. While 
leaving the bimetallic ratio in Spain at 15.06 to 1, he fixed the mint ratio of 
gold to silver in the American colonies at 16 to 1." Obviously this rendered it 
advantageous to exchange gold for silver to remit to Spain, and for more 
than two decades the percentage of gold in the receipts of American treasure 
was abnormally low.” Frequent efforts to require the shipment to Spain of 
all gold paid into the royal treasury in the Indies proved futile. The salaries 
of officials and payments to favored public creditors in America absorbed 
most of the gold on the spot.” 


® AHN, Sala de Alcaldes de Casa y Corte, Lib. 1335¢, fols. 36-38. 

* Archivo del Ayuntamiento, Cadiz, Cabildos del Afio de 1748, No. 104; Archivo del 
Ayuntamiento, Santander, Leg. 17, No. 8; Archivo Regional, Valencia, Real Acuerdo, fols. 
3, 144. 

Archivo General de la Nacién, Mexico—hereafter cited as AGN, Reales Cédulas, Tomo 
XCI, No. 113, fols. 216-218. 

*% AGN, Reales Cédulas, Tomo LXX, No. 20 bis, pp. 5-6. 

* Gold imports were not prevented entirely, as economic theory would lead one to expect. 
Undervaluation has seldom prevented all importation or coinage of the undervalued metal 
under bimetallism. For example, H. Gordon Hayes has shown in a note, “Bimetallism Before 
and After 1834,” The American Economic Review, XXIII (1933), 677-79, that, notwith- 
standing the frequent assertions to the contrary by leading economists and public officials, 
surprisingly significant quantities of gold were imported and coined in the United States be- 
fore 1834, when it was undervalued at the mints, and that silver loomed very large in our 
imports and coinage after 1834, when it was undervalued. 

* Archivo General de Simancas—hereafter cited as AS, Secretaria de Hacienda, Leg. 838; 
Archivo Histérico Nacional, Bogota, Reales Cédulas y Ordenes, Tomo XVII, fols. 512-514. 
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The outstanding monetary achievement of Ferdinand VI was the amelio- 
ration of the coinage in the American dominions. By 1749 the amount of 
clipped and sweated angular money minted before 1728, of foreign and 
counterfeit coins, and of light Peruvian gold pieces in circulation was dis- 
turbing Mexican commerce. A proclamation (dando) of the Viceroy on 
April 10, 1749, required the acceptance of gold and silver money “of the old 
stamp” coined in Mexico, Peru, or Guatemala “in trade and commerce with- 
out any discrimination whatever” and specifically instructed public officials 
“to accept Peruvian gold escudos not notoriously short in weight.” Royal 
officials were exhorted to be vigilant in extirpating counterfeit money. The 
municipal authorities and representatives of the businessmen of Puebla 
reported to the Viceroy regarding the “complaints and clamors from the 
poor as well as from numerous merchants” against the acceptance of coins 
of the old stamp. Many believed them to be counterfeit, and their angular 
form certainly had facilitated clipping. Hence numerous 8-real pieces con- 
tained no more silver than 5 good reals. The citizens, shippers, and mer- 
chants of Veracruz had refused to accept Mexican, Guatemalan, or Peruvian 
money of the old type. The evil had spread to Mexico City, where “there is 
not a store, office, or establishment willing to take the said coins.”’ The poor 
could not buy, and the rich could not sell. 

On September 6, 1749, the Viceroy of New Spain repeated his proclama- 
tion and required the acceptance of the money in dispute by tale or by 
weight; but the opposition did not subside. Two years later the Viceroy 
appointed an investigating committee (junta) composed of the superintend- 
ent of the mint, the prior of the guild merchant, his immediate predecessor, 
and other leading businessmen of Mexico City. The committee reported that 
from July 19, 1746, to October 7, 1751, the Mexican mint had coined 
1,752,887.5 pesos in half-reals, reals, and 2-real pieces and that the officials 
were required to turn out 40,000 marks a year in these denominations, “a 
quantity sufficient for retail trade, the payment of wages, and daily pur- 
chases of groceries The Committee unanimously believed that 700 to 
800 thousand pesos of the old type coined in Mexico in half-reals, reals, and 
2-real pieces remained in circulation.” The quantity of larger silver and 
gold coins of the circular type struck since 1728 was believed to be “very 
small” because the pure-silver deficiency of 18 per cent in half-reals, 11 per 
cent in reals, and 9 per cent in 2-real pieces had driven most of the large gold 


* AGN, Reales Cédulas, Tomo LXXII, No. 54, fols. 135-138. 
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and silver money out of circulation. Owing to the irregular shape and simple 
design of the old coins, the quantity of counterfeit pieces was large.” 

In the light of such facts the committee concluded that it would be ex- 
tremely desirable to retire the old money from circulation and that uniform 
coinage of the new circular type would benefit commerce and the body 
politic. But a large part of the old money outstanding was in the hands of 
Indians and poor whites, and the reform was not feasible because of the 
heavy loss they would sustain. Accepting the recommendation of the com- 
mittee, on December 2, 1751, the Viceroy complained to the Crown against 
the evils resulting from the old money and informed him that the holders 
could ill afford to bear the burden of its redemption. On May 20, 1752, 
Ferdinand VI instructed the Viceroy to call in the old money at the expense 
of the Crown. It was to be demonetized on a certain date (to be fixed by the 
Viceroy), and the assay offices and branches of the royal treasury were to be 
provided with new circular money for its redemption at par. After the period 
of grace the old coins would be accepted by the mint at only their intrinsic, 
or bullion, value.” 

Demonetization of the old coins ended the public outcry against money 
struck in the Indies ; but foreign and counterfeit pieces continued to cause 
trouble. On July 15, 1755, Ferdinand VI wrote the Viceroy of New Spain 
that 172 counterfeit pesos had been found in the royal treasure shipped 
from Veracruz to Havana on a single vessel ;“ and on September 4, 1756, the 
Viceroy was complimented by the King on the steps he had taken to protect 
him against losses from counterfeit money.” 

Overvalued Spanish provincial silver crossed the Atlantic to create addi- 
tional problems. A remittance of 1,254 pesos that reached Spain from Carta- 
gena early in 1754 contained 352 pesetas,” or 7 per cent of the total value. 
The assayer of the Madrid mint certified that the pesetas had been “coined 
in Spain and carried to the Indies through pernicious greed to gain 20 per 
cent.” In a pragmatic of May 4, 1754, Ferdinand denounced the carelessness 
of the American officials that had both defrauded the treasury and invited 
the introduction of counterfeit pieces: “a danger, of which there is certain 
and excessive proof.” To guard against further importation of provincial 
silver, Ferdinand prohibited the circulation in America of all money coined 
in Spain, including national gold and silver coins identical in fineness with 





* AGN, Reales Cédulas, Tomo LXXII, No. 54, fols. 139-140. 

*° AGN, Reales Cédulas, Tomo LXXII, No. 54, fols. 141-142; No. 55, fol. 144. 
* Ibid., Tomo LXXV, No. 33, fol. 81. 

* Ibid., Tomo LXXVI, No. 86, fol. 204. 

* Or provincial 2-real pieces debarred from circulation in America. 








Monetary Problems in Spain and Spanish America 27 





those minted in the Indies. The Viceroys were ordered to issue proclama- 
tions requiring the delivery of all foreign and peninsular Spanish money for 
redemption in coins struck in America according to its weight and fineness, 
or its value as bullion.” 

The quantity of the overvalued provincial silver in circulation in the 
Caribbean was so great that the colonial officials lacked the means to redeem 
it. The Governor of Caracas had to appeal for assistance immediately ; and 
on January 5, 1755, the Viceroy of New Spain was ordered to send him the 
requisite funds.” On September 15, 1755, the Viceroy was instructed to pro- 
vide the government of Yucatan with redemption money ;* and two weeks 
later he was told to aid Havana.” At the end of October, 1755, Ferdinand 
ordered the Viceroy of New Spain to supply the Governor of Caracas with 
150,000 pesos to enable him to retire from circulation “foreign money and 
what remains of that coined in Spain” ;* and on October 17, 1757, the Crown 
received from Venezuela 84,424 pesos of redeemed Spanish money.” The 
Viceroy of New Spain reported to the home Government on March 17, 1758, 
that he had dispatched 12,911 pesos 5)2 reals to Yucatan for the retirement 
of Spanish and foreign coins.* 

Despite strict supervision over the colonial mints by officials in Spain,” 
minor adulteration of the American coinage occurred at the close of the reign 
of Ferdinand VI. Assays of 203 silver pieces struck at Mexico City from 
March 29 to September 24, 1759, by the chief assayer of the Spanish mints 
disclosed that only 2 were of standard fineness and that not more than 21 
others were within the limit of tolerance. Five were 3 grains (1.14 per cent) 
short, and the remaining 175 fell 2 grains (0.76 per cent) below the standard. 
Samples of gold were from 4 to 34 of a grain (0.57 to 0.85 per cent) deficient 
in fineness. Neither gold nor silver was coined too light ;* and although the 
Council on Commerce and Money roundly denounced this illicit debasement 


” AGN, Reales Cédulas, Tomo LXXIV, No. 29, fol. 103. 

™ Ibid., Tomo LXXV, No. 1, fol. 1. 

* [bid., Tomo LXXV, No. 62, fol. 174; Tomo CCLXXIV, No. 74, fol. 121. 

* Ibid., Tomo LXXV, No. 65, fol. 177. 

* AGN, Reales Cédulas, Tomo LX XV, No. 75, fol. 213. 

* AS, Secretaria de Hacienda, Leg. 835. 

* AGN, Reales Cédulas, Tomo LX XVIII, No. 130, no fol. 

* For example, on September 3, 1754, the Count of Valparaiso sent the Council on Com- 
merce and Money (Junta de Comercio y Moneda) sixty-five samples of money recently 
coined in the Indies “for a thorough examination of the design, weight, and fineness.” AS, 
Secretaria de Hacienda, Leg. 835. 

* It is interesting to note that on November 9, 1766, the ministry of finance told the super- 
intendent of the Mexican mint to take full advantage of the limit of tolerance on weight but 


warned him against coining 4-escudo pieces slightly below the standard fineness. AS, Secre- 
taria de Hacienda, Leg. 835. 
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of standard money,” worse adulteration in European mints was by no means 
unknown.” 


IV 


Despite intensive efforts by the French to draw Spain into the Seven 
Years’ War, Charles III (1759-88) kept out until 1762. Then Spanish par- 
ticipation was chiefly confined to defensive naval operations in the domin- 
ions. In spite of the Family Compact with the Bourbon King of France, the 
smoldering resentment by Charles of humiliation at the hands of a British 
fleet while he was King of Naples, and the active rivalry with England in 
the New World, the only war in which Spain engaged with a European 
power between 1763 and 1789 was the conflict with Portugal in 1776-77. 
Owing to Britain’s guarantee of the territorial integrity of Portugal and 
Brazil, the struggle was limited largely to naval skirmishes in America and 
to military action in the Rio de la Plata basin. Such short and inexpensive 
wars afforded no excuse for inflation. 

During the first twelve years of his reign, Charles III did not alter the 
monetary system established by Philip V and adopted by Ferdinand VI. His 
first problem was with the vellon coinage. In 1752 the merchants of Cadiz 
complained of a shortage of fractional money ; but since there was no gen- 
eral scarcity, the local problem was easily remedied. In 1765 a public clamor 
arose throughout the nation against a scarcity of 1-maravedi pieces, par- 
ticularly needed in payments of a half-real (or 17 maravedis in vellon) 
which obviously could not be made with coins of 2, 4, or 8 maravedis, the 
only other units in circulation. The poor protested that very small purchases 
involving an odd number of maravedis often cost them one extra because 
change was not available.” 

Much more impressive was the allegation of businessmen that the super- 
abundance of vellon was forcing it below par in terms of specie and that its 
defective form, wide variety, and abrasion from long use rendered it diffi- 
cult to distinguish the denominations. Monetary experts consulted by 
Charles III advised him (1) to lower the vellon real from 34 maravedis (its 
tariff since 1497) to 32, a number divisible by all the denominations of 


* AS, Secretaria de Hacienda, Leg. 835. 

* See below, pp. 32-4. 

* AGN, Reales Cédulas, Tomo XCI, No. 113, fols. 216-218; Eugenio Larruga, Memorias 
Politicas y Econémicas sobre los Frutos, Comercio, Fabricas y Minas de Espata, XI (Madrid, 
1791), 213. 
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vellon in circulation; (2) either to coin a new issue with an admixture of 
silver or to use silver of low fineness as fractional money; and (3) to send 
the vellon in circulation to the Indies and replace it with new and better 
coins.” 

After rejecting all these proposals, Charles advised the Segovian mint on 
December 25, 1771, to prepare to strike vellon of pure copper beginning early 
the next year. A pragmatic of May 5, 1772, informed the public that the new 
issue had been authorized to end the disturbance of commerce by the depre- 
ciation, imperfection, and intolerable condition of the fractional coinage. 
The old coins might continue to circulate for six years, and during this time 
they might be used in paying 10 per cent of all taxes (except the rentas gen- 
erales) and other obligations to the Crown. The usual denominations of 1, 
2, 4, and 8 maravedis were authorized. For the first time in Castilian history 
the higher expense of coining the lower denominations was compensated by 
increasing the number of the smaller units disproportionately. From a mark 
of copper 19 pieces of 8 maravedis, 42.5 of 4 maravedis, 93.5 of 2 maravedis, 
or 204 of 1 maravedi were struck.” 

The Crown promised to bear the great expense of coining the new issue 
and retiring the old. But of the 1,679,229 marks struck by April 27, 1787, 
only 283,623 marks, or 16.9 per cent, consisted of coins retired from circula- 
tion.” The royal treasury contracted with miners at Rio Tinto to deliver the 
low grade of copper (roseta) used for the remaining 1,395,606 marks, or 83.1 
per cent of the total, at 2 reals 15 maravedis a mark. The Crown paid only 
83 maravedis for copper which it coined into more than 160 maravedis. Con- 
sidering the denominations actually coined, the gross seigniorage amounted 
to 99.6 per cent. With profit at this rate, one readily understands the great 
spirit of sacrifice professed by Charles.” 

Regardless of the losses the poor had sustained through the scarcity of 
1-maravedi pieces, the superintendent of the Segovian mint was instructed 


* AHN, Sala de Alcaldes de Casa y Corte, Lib. 1360e, fols. 269-270; Larruga, XI, 214-20. 

** AS, Secretaria de Hacienda, Leg. 815; AHN, Sala de Alcaldes de Casa y Corte, Lib. 13608, 
fols. 266-268 ; Nueva Recopilacion de las Leyes de Espana (Madrid, 1775), Lib. V, Tit. XXI, 
Ley XII; Juan Surra y Rull, Breve Resena Histérico-Critica de la Moneda Espanola 
(Madrid, 1862), pp. 65-6. 

“ The possible use of the retired vellon as alloy in coining silver in order to take advantage 
of the small proportion of silver in some of the oldest issues was studied. After long delibera- 
tion the investigating committee advised that the silver obtainable would be too small to 
justify the trouble and expense of salvaging it. Hence the old vellon was used in coining the 
new. AS, Secretaria de Hacienda, Leg. 814. 

* AS, Secretaria de Hacienda, Leg. 815; Larruga, XI, 227. 








30 Earl J. Hamilton 





to coin 50 per cent (by value) of the new issue in pieces of 8 maravedis, 25 
per cent in pieces of 4 maravedis, 20.75 per cent in pieces of 2 maravedis, and 
only 4.25 per cent in pieces of 1 maravedi. But not wishing to be troubled 
with the low denominations, the mint officials coined only 0.4 per cent, or 
less than one tenth of the required proportion, in pieces of 1 maravedi and 
only 9.5 per cent, or less than one half the legal percentage, in units of 2 
maravedis. Pieces of 4 maravedis accounted for 42 per cent, or almost twice 
the stipulated figure, and pieces of 8 maravedis for 48 per cent, slightly less 
than the required proportion. In striking contrast, the mint averaged well 
within the limits of tolerance on the weights of the coins of all denomina- 
tions.” In the case of the small units this was no mean technological 
achievement. 

The law limited the new issue to six million reals ; and one of the principal 
reasons given for its coinage was the redundance of the vellon outstanding, 
which it was to replace. The Segovian mint began to strike the new coins not 
later than May 5, 1772; and during the next four months did not suspend 
operations even for religious holidays.” By the end of the following year 
1,106,980 reals had been coined; in the next ten months over 500,000 were 
added. By March 31, 1780, the output was 6,296,528—more than a quarter 
million above the legal limit ; and by April.27, 1787, a total of 8,172,440 reals 
had been issued. In the meantime only 283,623 marks had been retired from 
circulation.” The monetary value per mark varied with the different issues, 
but in few cases did a mark of retired coins represent more than 3 reals. That 
the vellon retired exceeded a million reals is highly improbable. Hence it is 
safe to assume that the new issue increased the fractional coinage by more 
than seven million reals. But the rapid growth of the population,” phenome- 
nal increase in wealth, sharp rise in prices, and expulsion of silver by the 
extremely adverse bimetallic ratio after 1779 raised the demand for vellon 
proportionally” and held it at par. 

The pragmatic of May 5, 1772, attributed the current black-market 





* AS, Secretaria de Hacienda, Legs. 814, 815, and 839. 

* AS, Secretaria de Hacienda, Leg. 814. 

** Tbid., Legs. 815 and 838. 

*° Tomas Gonzalez, Censo de la Poblacién de las Provincias y Partidos de la Corona de 
Castilla (Madrid, 1829), pp. 389-92. 

“ To the extent that the legislation was enforced, the field for the new issue was enlarged 
and its value sustained by the withdrawal of Valencian vellon from circulation in Murcia and 
Cartagena in 1772, the extinction of foreign and indigenous vellon from the Canaries in 1776, 
and the exclusion of Valencian vellon from circulation outside of Valencia in 1777. Novisima 
Recopilacion de las Leyes de Espata (Madrid, 1805 ed.), Lib. IX, Tit. XVII, Leyes XV- 
XVII. But the effect could not have been great. 
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premium on specie to the fact that sharp traders were offering vellon to the 
holders of bills of exchange, promissory notes, and other commercial obliga- 
tions and demanding an agio to pay in gold or silver. Since the sums involved 
doubtless exceeded the limit of 300 reals established in 1743 on the legal 
tender of vellon, the Crown tacitly admitted that the law was not being 
enforced. On May 5, 1772, the statute was confirmed ;* and complaints 
against its subsequent violation have not come to light. 

The monetary evils were not confined to the fractional coinage. The 
irregular shape and imperfect design of the gold and silver money had 
opened the door to clipping, sweating, and counterfeiting. These technical 
opportunities were strengthened by the considerable undervaluation of 
gold, an economic force that tended to keep light coins in use at par. Hence 
mutilation progressed to such extremes that escudos were usually accepted 
only by weight,” and some merchants were wicked enough to keep one set 
of scales for receipts and another for disbursements.“ After consulting ex- 
perts Charles decided to combat these disorders by adopting new designs 
difficult to counterfeit, file, or clip and by recoining all the money circulating 
in Spain and the Indies. 

A pragmatic of May 29, 1772, instructed the superintendents of the mints 
at Seville and Madrid, the only ones then coining gold or silver, to begin to 
strike the new money on June first and, by increasing facilities and person- 
nel if necessary, to turn it out as rapidly as possible. Treasury officials were 
directed to deliver at once for recoinage all the gold and silver in their 
custody and to persuade, but not to force, private holders to follow the 
example. All genuine pieces that had not been mutilated were to be re- 
deemed at par in the new money within two years, after which they were to 
be demonetized and accepted at no more than their bullion value.“ Counter- 
feit, clipped, or filed coins were to be sold to the mints as bullion in con- 
formity with previous legislation. The law provided that the new money 
should pass by tale when intact and not at all when mutilated. Owners of 
monetary scales were ordered to surrender them to the Government within 
the two years of grace allowed the old coins. To prevent swindlers from gild- 





“ AHN, Sala de Alcaldes de Casa y Corte, Lib. 13608, fols. 266-267; Nueva Recopilacion, 
Lib. V, Tit. XXI, Ley XIII. 

“ Archivo del Hospital de la Venerable Orden Tercera, Madrid, Libros de Gastos, No. 
afi fol. 129; No. 1-40-4, fol. 125; AHN, Clero: Segovia, Mercenarios Calzados, Leg. 286, 
ol. 224. 

“ AHN, Sala de Alcaldes de Casa y Corte, Lib. 1360e, fol. 292. 


“ Following a long-standing precedent among Spanish monarchs, Charles extended the 
period of grace at least twice. AHN, Sala de Alcaldes de Casa y Corte, Lib. 1361e, fols. 848- 
851; Lib. 1364e, fols. 508-511. 
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ing silver pieces and passing them as gold, a clear distinction was made 
between the designs of reals and escudos ; and, to guard against the circula- 
tion of provincial money in the Indies, there was also a difference between 
coins minted in Spain and those struck in America. 

According to the pragmatic of May 29, 1772, the fineness, weight, and 
limits of tolerance of gold and silver coins were not changed one particle ; 
and the mint officials were both commanded and exhorted to maintain the 
integrity of the coinage by observing these regulations. Yet eight days pre- 
viously Charles had secretly instructed the superintendents of the mints to 
lower the fineness of standard gold coins from 22 karats (91.7 per cent) 
to 21 karats 2% grains (90.1 per cent), of provincial gold from 21 karats 3 
grains (90.6 per cent) to 21 karats 1%4 grains (89.1 per cent), of national 
silver from 11 dineros (91.7 per cent) to 10 dineros 20 grains (90.3 per cent), 
and of provincial silver from 9 dineros 22 grains (82.6 per cent) to 9 dineros 
18 grains (81.2 per cent). In no case was the weight of a coin altered. To ex- 
plain his perfidy Charles maintained that he was striking back against the 
discrepancy between the actual and the legally prescribed specie contents 
of the standard coins of other European countries that had kept exchange 
rates chronically against Spain for decades.“ Since Spain was the leading 
importer of bullion into Europe and its exportation was rigidly controlled,” 
the monetary experts who advised the Crown must have realized that no 
iniquity on the part of other monarchs was required to keep the exchange 
rate against Spain by a percentage high enough to compensate for the 
transportation and for either the high license fees for exporting specie or 
the risk of smuggling it out of the kingdom. A more probable explanation of 
the treachery is that Charles sought by secret debasement to recoup the cost 
of recoining the gold and silver outstanding, which he had promised to ab- 
sorb. Unfortunately, the mints co-operated with the King in debasing the 
coinage. 


“ AHN, Sala de Alcaldes de Casa y Corte, Lib. 13608, fols. 286-292; Nueva Recopilacion, 
Lib. V, Tit. XXI, Ley XXVI. 

“ AS, Secretaria de Hacienda, Legs. 817, 824, 838, and 839; Surra y Rull, pp. 66-7; F. Altés, 
Traité Comparatif des Monnaies, Poids et Mesures (Marseille, 1832), pp. 144-46. 

“ See for example, AHN, Consejos, Leg. 10, 293. 

“ Pierre-Frédéric Bonneville, Traité des Monnaies d’Or et d’Argent qui Circulent chez les 
Différens Peuples (Paris, 1806) , pp. 37-8, 40. Assays made by Bonneville show that from 1772 
to 1786 the 8-escudo pieces, which comprised a large part of the gold coinage, ranged from 21 
karats 214 grains (89.8 per cent) to 21 karats 134 grains (89.3 per cent) fine. The average was 
21 karats 2 grains. Smaller units contained a lower percentage of gold. For example, the 
doubloon, or 2-escudo piece, averaged only 21 karats 114 grains (89.1 per cent). The proper 
fineness for all denominations was 21 karats 214 grains. With 21 karats 1 grain (88.5 per cent) 
of fine gold, veintenes were only %% of a grain, or 0.52 per cent, deficient. More than a fourth 
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Since the tariff of 37 reals 22 maravedis for the escudo had proved awk- 
ward in commercial transactions, the pragmatic of May 29, 1772, rated the 
new, secretly debased escudo at 37% vellon reals. To induce holders of the 
escudos outstanding to deliver them for recoinage, their tariff was not cut.” 
The bimetallic ratio between national gold and silver, which had been 15.06 
to 1 in peninsular Spain since 1737, remained virtually unchanged at 15.03 to 
1. This was considerably above the French ratio” of 14.63 to 1 and the ratio 
of gold to silver in the international bullion market at Hamburg.” The Eng- 
lish ratio of 15.2 to 1 was not far enough above the Spanish to cause trouble, 
but the ratio of 16 to 1 established in the Indies in 1750 had unmistakably 
reduced the flow of gold to the motherland. 

To stimulate the importation of gold (particularly from America) and 
hinder its exportation, a pragmatic of July 17, 1779, raised the tariff of the 
escudos coined since June, 1772, to 4o vellon reals and of those minted pre- 
viously to 40 reals 5 maravedis. The veintén was increased from 20 to 21% 
vellon reals, a similar proportion.” These tariffs remained in force through 
1800. Since the silver money was not altered, the bimetallic ratio between 
national coins was fixed at 16.03 to 1. In 1779 the ratio of gold to silver in the 
Hamburg market was 14.8 to 1, and for the decade 1771-80 it averaged only 
14.64 to 1.° With 15.2 to 1, England was the only other European power 
having a ratio as high as 15 to 1. Since the long-standing feud with Britain 
burst into war in 1779 and battles were to be fought far from home, where 
gold might be transported more easily than silver, Spain may have adopted 
the still higher ratio in the hope of crippling her adversary. 

The tariff of 2134 reals for the veintén fixed in 1779 proved so inconvenient 





of the gold received at the Seville mint in 1774-75, for example, went into this coin; and in 
certain years a great deal more than a fourth of the gold by weight was used for this purpose. 
AS, Secretaria de Hacienda, Legs. 819, 821. Yet F. Riihe (Das Geldwesen Spaniens, p. 22) tells 
us that, because small gold pieces were difficult to coin, easy to lose, and inconvenient to 
handle, only a few were struck. This is an example of the error into which economists some- 
times fall because they state as facts what accepted theory leads one to expect without bother- 
ing to ascertain what actually occurred. The 4- and 8-real pieces minted at Mexico City and 
Seville in 1772 were 10 dineros 18 grains (89.6 per cent) fine; and the pieces of 34, 1, and 2 
reals were only 10 dineros 17 grains (89.2 per cent). The regulations required 10 dineros 20 
grains (90.3 per cent). The 2-real pieces of provincial silver coined at Seville were of standard 
fineness, but the reals were 1.04 per cent short. 

“ AHN, Sala de Alcaldes de Casa y Corte, Lib. 1360e, fol. 290. 

© W. A. Shaw, The History of Currency (London, 1896), p. 171. 

* Adolf Soetbeer, Edelmetall-Produktion und Werthverhdltniss zwischen Gold und Silber 
(Gotha, 1879), p. 129. 

” AGN, Reales Cédulas, Tomo CXVII, No. 53, fols. 90-93 ; AHN, Sala de Alcaldes de Casa 
y Corte, Lib. 1367e, fols. 555-557. 

* Soetbeer, pp. 129-30. 
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that a decree of February 8, 1786, provided for a new issue to pass at 20 
vellon reals and for the demonetization of the old veintenes after two years. 
In conformity with the reduced rating, the number of veintenes struck from 
a mark was increased to 131.6 and the fineness lowered to 20 karats 1% 
grains (84.9 per cent). The Seville mint used 55 per cent of its gold bullion 
for veintenes in 1788," but this did not rid commerce of the old coins. As late 
as 1862 they were still circulating, at the clumsy rating of 21% reals.” 

Secret instructions to the mints on June 25, 1786, reduced the fineness of 
escudos to 21 karats (87.5 per cent) without changing their weight or tariff. 
The mint officials again connived in tampering with the coinage, and appar- 
ently counterfeiters seconded their efforts. The debasement of escudos 
reached such depths that Bonneville would not attempt to compute the 
average fineness. He found specimens struck in 1786-90 that contained as 
little as 85 per cent of pure gold ; and the highest percentage found in 1793- 
1800, when the undervaluation of silver and the circulation of depreciated 
paper furnished an opening for base coins, was 87.2. Many pieces contained 
less than 85 per cent.” This represented a shortage of more than 2% grains 
in fineness. Yet reporting to the ministry of finance on July 14, 1787, regard- 
ing samples of gold coined in America from 1772 to 1785, the assayer of the 
Seville mint criticized sharply the lack of half a grain found in most of the 
specimens ; “but in those struck at Popayan the disorder has reached 34 of a 
grain, a deficiency so enormous that under any circumstances it merits 
severe punishment.”” Silver fared much better. According to Bonneville’s 
assays, in 1786-1800 Sevillan and Mexican 4- and 8-real pieces were 10 
dineros 18 grains (89.6 per cent) fine instead of 10 dineros 20 grains; and 
provincial silver was 9 dineros 15 grains (80.2 per cent) instead of 9 dineros 
18 grains.” 

No changes in the weight, fineness, or tariffs of national or provincial gold 
or silver occurred after June, 1786. In 1786-1800 the bimetallic ratio be- 


AS, Secretaria de Hacienda, Leg. 821. 

® Gazeta de Madrid, 31 de Marzo, 1786, pp. 218-19; AHN, Sala de Alcaldes de Casa y 
Corte, Lib. 1375e, fols. 490-493; Surra y Rull, p. 70; Adolfo Plafiiol, Casa de Moneda de 
Madrid (Madrid, 1917), p. 46; Novisima Recopilacién, Lib. IX, Tit. XVII, Ley XVIII. 

* AS, Secretaria de Hacienda, Leg. 820; Surra y Rull, pp. 70-1. 

* Bonneville held that counterfeiting which had been so cleverly executed as not to be de- 
tectable was responsible for some of the worst samples. Assays of escudos minted at Madrid, 
Seville, and Mexico City by the Council on Money and Commerce in September, 1787, 
showed that none was below the limit of tolerance (20 karats 334 grains) ; but the number of 
samples tested was glaringly inadequate (AS, Secretaria de Hacienda, Leg. 820), and they 
may not have been chosen at random. 

** AS, Secretaria de Hacienda, Leg. 820. 

* Ibid., Leg. 819; Bonneville, pp. 38, 40-1, 235; F. Altés, pp. 146-47. 
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tween national gold and silver in Spain and the Indies was 16.61 to 1. The 
ratio was only 15 to 1 in the United States, 15.2 to 1 in England, and 15.5 
to 1 in France. In the bullion market at Hamburg the average ratio of gold to 
silver was 14.76 to 1 in 1781-90 and 15.42 to 1 in 1791-1800.” Owing to her 
political control over the great silver-producing areas in the New World and 
to her monopolization of their legal trade, Spain continued to receive silver ; 
but in 1781-98 gold comprised 65 per cent by value of the coinage in the 
Seville mint,” where (because of proximity to Cadiz, the great center of 
American commerce) a large part of the bullion imports from the New 
World was processed. At the Madrid mint, to which gravitated most of the 
gold imports from Portugal, the mistress of the Brazilian mines, gold con- 
stituted 85 per cent of the money coined.” Owing to the erratic undervalua- 
tion of silver, the mines of Mexico™ and Peru could not pour it into Spain 
fast enough to keep a substantial amount in circulation. In 1787 the In- 
tendant of Extremadura complained that a lack of small coins resulting 
from the heavy exportation of reals to Portugal was ruining trade,” and the 
disbursements of gold greatly outnumber those of silver in contemporaneous 
financial records. Yet silver abounded in countries without mines. Pieces of 
8 reals were not hard to find in England; and since they were plentiful 
enough in the United States to become the money of account, Hamilton used 
pieces of average abrasion as a model for the American dollar. Nevertheless, 
the Spanish Government seriously considered raising the mint price of gold 
in 1791 to stimulate production in Mexico.” 


V 


In Spanish America the scarcity of fractional silver and the complete lack 
of vellon for small change caused serious difficulties. On June 28, 1542, the 
Viceroy Antonio de Mendoza provided for the coinage of 200,000 pesos of 
pure copper vellon in denominations of 2 and 4 maravedis in the mint estab- 





® Soetbeer, p. 130. 

* AS, Secretaria de Hacienda, Legs. 820 to 824, and 839. 

” Plafiiol, pp. 55-65, 69-71, 73. Fritz Riihe’s assertion that no silver was coined in the Span- 
ish mints after 1786 (Das Geldwesen Spaniens, p. 30) was based upon a priori reasoning with- 
out knowledge of the facts. 

“In 1796 silver constituted 95 per cent of the money coined at Mexico City (AGN, Ramo 
de Bandos, Tomo XVIII, No. 106), and in 1733-1826 gold averaged 95.44 per cent (Archivo 
Histérico de Hacienda, Mexico, Leg. 117, fols. 135-137). 

** AS, Secretaria de Hacienda, Leg. 820. On March 22, 1788, the Seville mint dispatched 
1,607,175 reals in veintenes and pesetas to Extremadura to relieve the shortage. Ibid., Leg. 821. 
To curb the loss of silver to Portugal, the price paid for Portuguese gold coins by the Spanish 
mints was reduced on February 18, 1788. Ibid., Leg. 841. 

* AGN, Reales Cédulas, Tomo CXLVIII, No. 6, fol. 8. 
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lished at Mexico City in 1537 and decreed that the vellon should be legal 
tender for sums not exceeding 4 pesos de minas, or about 52 silver reals. 
With 36 pieces of 4 maravedis or 72 pieces of 2 maravedis struck from a 
mark of copper, the vellon was shamefully overvalued ; and, preferring to 
use the traditional cocoa beans, the Indians refused to accept it. After fines 
and corporal punishment had failed to overcome their resistance, in 1565, 
the coinage of vellon was discontinued in New Spain; and the coins that had 
been minted passed completely out of use. From then until about the middle 
of the eighteenth century cocoa beans apparently held their place as the 
chief fractional money. 

According to a memorial of December 29, 1766, presented to the Crown by 
Agustin de Corona y Paredes, who had spent eleven years in New Spain, the 
merchants of Mexico City were issuing tokens called ¢lacos for change. 
Since the smallest coin in circulation was a half-real of national silver and 
the poor could not ordinarily spend this much for bread, candles, lard, or 
other provisions, they had to accept tokens as change in daily transactions. 
Retailers were highly specialized and over two thousand in number. The 
tlacos were accepted only by the issuer, and the poor lost through having to 
return to the same establishment instead of shopping about. Consumers 
acquired many different types of tokens, which they often sold at a loss ; and 
when the issuer went out of business, as not infrequently happened, the 
tlacos became scrap. On October 24, 1767, Charles III ordered the Viceroy of 
New Spain to prohibit tlacos and collect those outstanding; and the next 
day he instructed him to consult the prior of the merchant guild at Mexico 
City, the superintendent of the mint, and the attorney general as to the de- 
sirability of coining vellon for New Spain.” In an elaborate memorandum of 
June 18, 1768, the prior and consuls of the merchant guild attempted to 
refute every argument of Corona y Paredes. They insisted that the coinage 
of vellon in New Spain would injure the king, the businessmen, the general 
public, the Indians, and the poor whites. On December 24, 1769, the Viceroy 
informed the Council of the Indies that the prior and consuls, the superin- 
tendent of the mint, and the attorney general opposed the issue of vellon but 
that a prominent justice of the Audiencia and other experts had strongly 
dissented. The Crown decided not to introduce the vellon.” 





8 AGN, Cedulario de Puga, fols. 74-75, 360-365 ; Manuel Romero de Terreros, Los Tlacos 
Coloniales (Mexico City, 1935), pp. 3-4. 

*® AGN, Historia, Tomo XLIV, No. 7, fol. 1; Reales Cédulas, Tomo XCI, No. 113, fols. 
214-216; No. 122, fol. 235; Raul Ortiz Mena, La Moneda Mexicana (Mexico City, 1942), 
pp. 28-9. 

* AGN, Historia, Tomo XLIV, No. 7, fols. 1-5; Manuel Romero de Terreros, p. 12. 
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~ The Council on Commerce and Money informed the Crown on October 
18, 1772, that the lack of small silver coins in the Indies was causing miners 
to be paid in “goods at outrageous prices which they have to barter for 
necessities.” Following the recommendation of the Council, on November 
18, 1772, Charles III prohibited the shipment of 12-, 1-, and 2-real pieces to 
Spain and instructed the Viceroys to see that the internal provinces were 
constantly provided with an adequate quantity of small silver.” To obviate 
the inconvenience of barter at many places in the interior, on January 20, 
1773, the Viceroys of New Spain, New Granada, and Peru were ordered to 
intensify their efforts to force the mints to coin enough silver in denomina- 
tions of 14, 1, and 2 reals “for the vast commerce of America.” All boxes of 
specie registered for shipment to Spain were to be examined to make certain 
that pieces of 2 reals or less were not included, and throughout the Indies the 
treasury officials were instructed to pay out small coins as fast as they were 
received.” 

Operating from Jamaica and Curagao, astute English and Dutch traders 
culled the heaviest silver coins from the Spanish colonies in the Caribbean, 
particularly from Venezuela and Cuba, where their clandestine trade flour- 
ished. On October 31, 1755, the Viceroy of New Spain was directed to send 
the Governor of Caracas part of the 150,000 pesos requested for the redemp- 
tion of foreign and Spanish money in “small coins [at a discount of 6 to 7 
per cent in terms of pesos]” in order to remedy as far as possible the exporta- 
tion of Mexican pesos which is occurring in that province.”” But a more 
heroic measure was finally required to curb British and Dutch smugglers. A 
pragmatic of May 25, 1786, instructed the Mexican Viceroy to coin 400 to 
500 thousand pesos of silver to serve as “provincial money” in the Caribbean, 
particularly at Caracas, Havana, and their hinterlands. The reals were to be 
identical in fineness and tariff with those in the Indies but 40 per cent 
lighter ; for in “the adjacent foreign colonies their provincial money, con- 
taining 40 per cent less specie than ours, circulates, and all possible means 
are used to convert their money into our good coins and smuggle them out.” 
Apparently the experiment proved satisfactory, for on May 8, 1788, an issue 
of 300,000 additional pesos of provincial silver—half for Havana and half 
for Caracas—was authorized. Then in answer to an urgent request from the 





* AS, Secretaria de Hacienda, Leg. 835. 

* AGN, Reales Cédulas, Tomo CII, No. 8, fol. 9. 

” Ibid., Tomo LXXV, No. 74, fol. 215. 

™ Ibid., Tomo LXXV, No. 73, fol. 213. 

@ Ibid., Tomo CXXXIV, No. 46, fol. 84; Reales Ordenes, Tomo III, no fols. ; AS, Secretaria 
de Hacienda, Leg. 841. 
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Governor of Caracas for the remittance of 600,000 pesos of provincial money 
“to end the irreparable damage from the degraded foreign silver in circula- 
tion,” on February 13, 1789, the Viceroy of New Spain was instructed to coin 
and dispatch 450,000 more pesos without delay.” 

Probably because a satisfactory substitute was not provided, the prohibi- 
tion of tlacos in 1767 either was never effective or was not long enforced. 
The ministry of finance secretly consulted the Mexican Government on 
August 18, 1789, about the advisability of substituting vellon for the tokens 
being forced upon the poor by retailers because of a lack of small change. 
In a confidential reply on March 9, 1790, the Count of Revillagigedo, per- 
haps the most influential of the long line of Mexican viceroys, denounced the 
wooden and copper tokens then current for essentially the same reasons 
advanced by Corona“ twenty-three years previously. Prohibitions by his 
predecessors had ameliorated the abuses ; but the time had come for a per- 
manent remedy, which only an issue of fractional money could effect. The 
Count urged the Crown to coin copper and put it into circulation as soon as 
possible.” 

Because of the earlier opposition of powerful mercantile and financial 
interests in New Spain, the Crown again refused to introduce vellon; but a 
special issue of silver quarter-reals, which had not been coined in Spain or 
any other colony, was authorized. On February 12, 1793, the minister of 
finance sent the superintendent of the mint at Mexico City dies and molds 
to use in striking “the new money of cuartillas ordered to be coined by the 
royal decree of April 30, 1789, to take the place of the macuquina [a collo- 
quial epithet for bad money] in order to facilitate commerce and for the con- 
venience of the vassals in that dominion.”” Cuartillas were quarter-reals of 
standard fineness, weighing one fourth as much as the reals then being coined 
in the American mints. 

Too small for convenient use and struck in inadequate quantities, the 
cuartillas did not end disorder in the fractional coinage. On August 23, 1814, 
the Viceroy Félix Maria Calleja announced that vellon coins of 2, 4, and 8 
maravedis—the denominations circulating in Spain—had been minted and 
were ready for distribution. Merchants were forbidden to pay out tokens 





* AGN, Reales Cédulas, Tomo CXLII, No. 56, fol. 69. 

“The Count of Revillagigedo was familiar with Corona’s memorial of 1767 and was 
strongly influenced by it. Archivo Histérico de Hacienda, Mexico, Leg. 641, No. ro. 

* AGN, Historia, Tomo XLIV, No. 7, fols. 1-10; Correspondencia de Virreyes: Revilla- 
gigedo, Tomo XXII, No. 75, fols. 418-441. 

*° AGN, Reales Cédulas, Tomo CLIV, No. 119, fol. 152. 
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after August 26, and holders of tlacos might not spend them after August 31. 
Vellon was struck at Mexico City in 1814-16 and again in 1821. But neither 
interdictions nor the long-considered vellon substitute prevented the use of 
privately “coined” tokens. Tlacos circulated in Mexico until after the middle 
of the nineteenth century.” 

The reforms of 1772 and 1786 in Spain and Spanish America signally 
failed to unify the coinage. The two-year period of grace allowed the old 
escudo in Spain in 1772 was extended for at least two periods,” and after 
seven extensions of the dead line on old veintenes fixed in 1786 their life was 
indefinitely prolonged.” The diversity was so great and the relative values so 
awkward that tables for the quick conversion of old escudos and veintenes 
into vellon, the money of account, were frequently advertised in the 1790's.” 
The efforts to retire the old coins from circulation in America proved equally 
ineffective. As in the 1750’s, the silver-producing areas had to assist the 
Caribbean colonies in redeeming the coins that came in,” and an offer by 
businessmen of Mexico City to advance 3,149,808 pesos 6)2 reals for the 
redemption of the old money there availed little“ The municipal authorities 
reported in 1776, after the expiration of the extended period of grace, that 
the farmers of monopolies and other semipublic agencies had sustained sub- 
stantial losses on the small silver coins turned in at their bullion value and 
had flatly refused to surrender any more. On January 23, 1776, the mayor 
and council petitioned the Crown either to leave the old coins in circulation 


™ Archivo Histérico de Hacienda, Mexico, Leg. 117, fols. 135-137; Manuel Romero de 
Terreros, pp. 15-8; AGN, Bandos, Tomo XXVII, No. 183, fol. 236; Real Hacienda, Tomo 
CCXXXVIII, fols. 20-23. 

*8 AHN, Sala de Alcaldes de Casa y Corte, Lib. 1361e, fols. 848-451; Lib. 1364e, fols. 
508-511. 

* AHN, Sala de Alcaldes de Casa y Corte, Lib. 1378e, fols. 726-728; Lib. 1381e, fols. 807- 
809; Lib. 1382e, fols. 1330-1332; Lib. 1386e, fols. 1136-1137; Lib. 1388e, fols. 928-929. In 
1787 the royal chancellory and the superintendent of church buildings at Granada informed 
the Crown that over 300,000 veintenes had been refused and the holders told to send them to 
the mint at Seville as bullion. Instead of being complimented, the officials were reprimanded 
and told to accept veintenes in the future. AS, Secretaria de Hacienda, Leg. 820. 

© Gazeta de Madrid, 22 de Octubre, 1790, p. 704; 11 de Mayo, 1792, p. 312; 2 de Junio, 
1792, p. 360; 26 de Diciembre, 1794, p. 1510. 

* AGN, Reales Cédulas, Tomo XCIX, No. 177, fol. 286; Tomo CI, No. 115, fols. 429-430; 
No. 150, fol. 500; Tomo CII, No. 154, fol. 274. 

* AS, Secretaria de Hacienda, Leg. 835. This was approximately one eighth of the total 
amount of gold and silver coined in the mint at Mexico City, in 1796 for example. AGN, 
Ramo de Bandos, Tomo XVIII, No. 106. 

* The losses on pesos and half-pesos were negligible. The loss on lower denominations sold 
to the mint was estimated at from 6 to 8 per cent; but in the concrete examples given the 
losses, when computed, actually ranged from 1.34 to 2.26 per cent. 
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in Mexico City or to allow them twenty-five or thirty years of grace!" In 
effect, inertia and vacillation more than granted this absurd request. A vice- 
regal proclamation of February 12, 1800, stated that, inasmuch as the poor 
held most of the old money, it might remain in circulation until the end of 
June.” The net result of the reforms of 1772 and 1786 was to heighten the 
monetary confusion throughout the Spanish Empire by an increase in the 
types of poorly adjusted coins. 

The attempt to foil counterfeiters through improvements in the designs of 
coins in 1772 was also a flat failure. The coinage of a large part of the world 
production of precious metals in the mints of Spain and America naturally 
made Spanish money the favorite target for counterfeiters throughout 
Europe.” But foreigners were not the sole culprits. The burning of counter- 
feiters at the stake” and extraordinary vigilance by the Spanish police failed 
to eradicate the evil at home.” 


VI 


From the beginning of his reign Charles III realized that the expansion of 
England overseas and the coveted wealth of the Spanish Empire would in- 
evitably lead to war, the outcome of which would vitally affect Spain’s posi- 
tion as a world power. A war potential capable of meeting the test was the 
true objective of many of the notable economic reforms of Charles and his 
enlightened ministers. Although the Spanish army, navy, and economy were 
still unprepared, the conflict began in 1779, while England was fighting 
France in the Old World and her revolted colonies in the New. The four- 
year struggle cost Spain dearly in blood and treasure. It also ended the free- 
dom from paper-money inflation which five years previously the Count of 


* Archivo del Ayuntamiento, Mexico City, Monedas de Cobre: 1769 a 1848, No. 3284, 
Exp. 3. The original period allowed by the President of the Audiencia of Guatemala, who 
estimated that two million pesos were in circulation in his territory, was only one year. AS, 
Secretaria de Hacienda, Leg. 835. 

* AGN, Ramo de Bandos, Tomo XX. 

* A ring of clever counterfeiters at Birmingham, England, proved particularly troublesome 
in 1796. Archivo Historico Nacional, Bogota, Virreyes, Tomo XVI, fols. 259, 307. On June 17, 
1796, the Mexican Viceroy was warned that 8-real pieces counterfeited at Birmingham with 
great dexterity were circulating in the United States. AGN, Reales Cédulas, Tomo CLXIV, 
No. 131, fol. 236. 

* AHN, Sala de Alcaldes de Casa y Corte, Lib. 1361e, fols. 536-541. 

* AHN, Sala de Alcaldes de Casa y Corte, Lib. 1359e, fols. 324-327; Lib. 13608, fols. go6- 
908; Lib. 1366e, fols. 29-32; Lib. 1381e, fols. 311-315; AGN, Reales Cédulas, Tomo C, No. 
178, fol. 465. In 1786, soldiers who had crudely counterfeited more than 8,000 pesos of lead in 
2- and 4-real pieces and passed them at night were apprehended. AHN, Sala de Alcaldes de 
Casa y Corte, Lib. 1375¢, fol. 575. 
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Campomanes, one of the ablest Spanish ministers and economists of all 
time, had listed as a great national asset.” 

War expenditures quickly exhausted the resources of the royal treasury 
including the loans of more than two million florins secured at Amsterdam 
in 1778-80.” Possibly because Ferdinand VI had defaulted on the obliga- 
tions of his predecessors and Charles III had scaled down the funded debt, 
bond sales to the public yielded little. An appeal to the Five Greater Guilds 
of Madrid (Cinco Gremios Mayores) for a short-term advance was denied ; 
and, fearing the effect upon morale, the Government was unwilling to levy 
adequate taxes. Since inflation seemed to be the easiest, if not the only, 
method of financing the war, the Government decided in the summer of 
1780 to accept the offer of a syndicate of merchants headed by Francisco 
Cabarrus, the French projector who founded the Bank of Spain, to supply 
funds against an issue of interest-bearing vales reales (hereafter called 
vales), or treasury bills, endowed with monetary functions.” 

A royal decree of September 20, 1780, drafted by Cabarrus, determined 
the monetary characteristics of the vales.” A total of 16,500 vales of 600 
vellon pesos,” amounting to 9,900,000 pesos, was issued. The vales bore in- 
terest at 4 per cent a year payable annually and were to pass at face value 
plus accrued interest.“ They were receivable for taxes and other obligations 
of every description due the Crown and were legal tender in the settlement 
of bills of exchange, promissory notes, and other private debts even when 
payment in specie had been stipulated. Probably to forestall opposition 
from foreigners, supported by diplomatic intervention, notaries were for- 
bidden to protest bills of exchange when vales had been offered in payment. 
Refusal to accept vales as if they were specie, or any other discrimination 
intended to discredit them, was punishable by perpetual exile from Spain 
and exclusion from business transactions with the country from abroad. The 
vales were not legal tender for less than six hundred pesos or in retail trans- 
actions; and neither the Government nor private employers might force 
their acceptance for salaries, wages, or pensions. But these provisions were 
superfluous ; for the vales might circulate only by endorsement, and one of 





® Apéndice a la Educacién Popular (Madrid, 1775), II, xxxvii. 

® AGN, Reales Cédulas, Tomo CLXXIX, No. 86, fol. 118. 

** AHN, Sala de Alcaldes de Casa y Corte, Lib. 1368e, fols. 386-391. 

* Archivo del Ministerio de Hacienda—hereafter cited as AMH, Negociado 130, Leg. 2, 
Atado 2, No. 30. 

*° A vellon peso was an accounting unit of 15 reals 2 maravedis. 

* Of 1 real a day, which was easy to calculate and amounted to almost precisely 4 per cent. 
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them would have bought 1,490 hens or 6,678 pounds of beef or 602 days’ 
labor of a master carpenter. To prevent counterfeiting, the vales were called 
into the royal treasury every year for examination and renewal when the 
interest was paid. Theoretically, failure to present a vale for renewal meant 
cancellation of the interest and principal. Blank endorsements were pro- 
hibited, and the public was warned to examine the vales and the endorse- 
ments as in the case of bills of exchange. To ensure co-operation the holder 
of a counterfeit specimen was authorized to recover his loss from the last 
endorser.” With few modifications, the regulations formulated by Cabarrus 
for the first vales governed all subsequent issues. 

On February 19, 1781, the Government accepted another offer from a 
syndicate of merchants to advance funds for the prosecution of the war ; and 
a decree of March 20, 1781, provided for an issue of 17,677 vales of 300 pesos 
(called medios vales), amounting to 5,303,100 pesos, to reimburse them.” 
Since the British fleet had cut off a large part of the treasure imports from 
the New World, funds were urgently needed to meet commitments and to 
purchase war materials abroad. Consequently the merchants were required 
to advance either specie or acceptable foreign bills of exchange against each 
issue of vales. In addition to making resources available abroad the mer- 
chants used their financial prestige in introducing the vales to the business 
community—as the leading merchants and financiers of London were to use 
their influence in 1797 to support the pound sterling after the’suspension of 
specie payments by the Bank of England. For their advances and services 
the syndicate received a commission of 10 per cent on the first issue and of 
6 per cent on the second.” 

The high cost of the war, the continued slump in imports of treasure, and 
the loss of customs revenues (upon which the treasury leaned heavily) re- 
sulting from the interruption of maritime commerce forced Spain to double 
the paper money outstanding by an issue of 49,333 vales of 300 pesos, 
amounting to 14,799,900 pesos, on June 20, 1782." The Bank of Spain, char- 


* AHN, Sala de Alcaldes de Casa y Corte, Lib. 1368¢e, fols. 386-393. 

* AHN, Sala de Alcaldes de Casa y Corte, Lib. 1369e, fols. 342-344; Gazeta de Madrid, 
1 de Julio, 1785, pp. 415-16; José Canga Argiielles, Diccionario de Hacienda, V (London, 
1827), 228. 

* AS, Secretaria de Hacienda, Leg. 359. The four hundred merchants and financiers of the 
City of London who agreed at the end of February, 1797, to receive the inconvertible pound at 
par and to endeavor to make all payments in pounds at par were actuated purely by patriot- 
ism when invasion seemed imminent. They neither demanded nor received compensation. 

** AHN, Sala de Alcaldes de Casa y Corte, Lib. 13708, fols. 479-483 ; AMH, Negociado 130, 
Leg. 1, Atado 2; Gazeta de Madrid, 2 de Julio, 1782, p. 536. 
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tered eighteen days previously, was expected to mobilize financial resources 
and make foreign remittances for the Crown; so it was no longer necessary 
to pay a commission for an advance of specie or foreign exchange against 
vales. Since merchants and financiers were familiar with the paper money 
by this time, the Crown could use it directly for domestic expenditures in- 
stead of paying a brokerage fee for the services of business leaders in passing 
it. Following this precedent, all subsequent issues were paid out directly in 
meeting governmental expenditures, as paper money is ordinarily put into 
circulation. 

Except for the issue of 11,000 vales of 600 pesos, or a total of 6,600,000 
pesos, in July, 1785, and December, 1788, for the completion of the Imperial 
Canal of Aragon (intermittently under construction since the reign of 
Charles V) and for work on the Tauste Canal, the vales in circulation did not 
increase during the long era of peace from 1784 to 1793. In July, 1785, the 
treasury redeemed 3,334 of the 300-peso vales issued in 1782 ; and 71 vales of 
300 pesos along with 21 of 600 pesos were retired in 1791. These contractions, 
amounting to 1,034,100 pesos, left 35,565,800 pesos in vales outstanding in 
1791. This was approximately one-fourth greater than the total value of the 
gold and silver coined in the Spanish mints during the preceding five years.” 

Since the vales enjoyed a forced circulation, were issued only in very large 
denominations, and the country was at war, depreciation left few incriminat- 
ing traces. Hence it is difficult to determine when and by what amount the 
paper currency began to deviate from par. That the Cabarrus syndicate 
passed at least some of the first issue at a slight discount on the initial turn- 
over was freely charged by contemporaries, and may well have been true. 
The treasurer of the military orders refused to accept three vales offered for 
the rent on certain estates in Carrion de Calatrava in 1780 because the con- 
tract stipulated “usual and current money” and because the funds were to 
be used by the orders in paying wages, for which vales were not legal tender. 
The rent probably fell due in the late summer or early fall, when grain and 
livestock were marketed. The difference between vales and “usual money” 
in the estimation of the military orders was great enough to make them re- 
fuse to accept the vales until May, 1781, when the Crown directed them to 
do so. The second issue of vales in March, 1781, drove them to a discount 


*” AMH, Negociado 130, Leg. 1, Atado 2; Gazeta de Madrid, 1 de Julio, 1785, pp. 415-16; 
23 de Mayo, 1786, pp. 314-42; AS, Secretaria de Hacienda, Legs. 817 to 824; Plafiol, pp. 55-7, 
62, 65, 71. 

™ AS, Secretaria de Hacienda, Leg. 359. 

*" AMH, Negociado 130, Leg. 1, Atado 1, No. ro. 
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of 4 per cent, but apparently they rose to within 2/4 per cent of par by the 
following December. The adverse course of hostilities and the doubling of 
the vales in circulation in June, 1782, forced them to a discount of 13-14 per 
cent by the following September. The annihilation of Spanish forces attack- 
ing Gibraltar by sea with “a secret weapon,” the delivery of supplies and mu- 
nitions to the besieged British garrison, and delayed payment of the annual 
interest on the vales forced them to a discount of 22 per cent in October, 
1782; but by the next month the depreciation at Cadiz seems to have been 
only 13 per cent. After the conclusion of peace at the end of January, 1783, 
the vales recovered rapidly. The retirement of 1,000,200 pesos in June, 1785, 
and the accumulation of a substantial quantity by the Bank of Spain, which 
had been chartered largely as a device for the orderly contraction of the 
paper circulation, raised the vales to par in terms of specie. From the sum- 
mer of 1785 until 1793, the redemption of vales by the Bank of Spain, the 
punctual payment of the annual interest, the cessation of new issues to meet 
the needs of war, the widespread holding of vales as investment instruments, 
and the greater convenience of using paper money rather than coin—all 
these raised the vales at times to a premium of 1-2 per cent (above their face 
value and accrued interest) in terms of specie. 

In March, 1793, war broke out with revolutionary France. Although mili- 
tary action ona large scale began immediately, ordinary revenues and short- 
term mercantile credit financed the first nine months. But the reluctance of 
the Government to tax, the fact that vales were circulating at par, the decline 
of customs receipts, and the costly preparations for a spring offensive led to 
an issue of 16,200,000 pesos in vales (of 300 pesos) on January 16, 1794. 
An emission of 18 million pesos followed on September 8, 1794, when vales of 
150 pesos (along with additional units of 600 pesos) were issued for the first 
time.™ Declaring that money had to be secured to carry on the extremely 
expensive war and that the “most palatable [mas suave] of all possible ways 
to get it is to create new vales,” a decree of February 25, 1795, provided for 
an issue of 30 million pesos in denominations of 150 and 600." The war with 
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France, which ended in July, 1795, induced no further inflation; but the 
twenty-eight months of war had almost trebled the paper currency. 

The traditional alliance with France and British aggressions against 
Spanish colonial commerce led to war with England in the summer of 1796. 
In this conflict, which was waged largely at sea, Spain suffered her most 
disastrous defeats of the entire century; and the Spanish economy fared 
little better than the navy. Somehow the sale of bonds and mercantile credit 
tided the Government over almost the first three years. But asserting that 
the war expenses were enormous and that, owing to the interruption of 
commerce, the royal revenues had fallen below the ordinary peacetime ex- 
penditures, on April 6, 1799, Charles IV provided for an issue of 53,109,300 
pesos in vales of 300 and 600. This issue, by far the largest of all, increased 
the quantity outstanding by more than 50 per cent. Although the war with 
England continued until 1802, no more vales were issued in the eighteenth 
century. In 1795, 702,000 pesos were extinguished, and 1,699,200 in 1797; 
but no redemptions took place in 1798, and early in 1799 lots were drawn for 
the extinction of only 360,000 pesos. The decree of April 6, 1799, authorizing 
the issue of 53,109,300 pesos, estimated that it would raise the annual inter- 
est on the vales to 87,899,799 reals 2534 maravedis.™ According to this esti- 
mate, the total quantity outstanding after April, 1799, was 145,915,950 
pesos. This was far more than the total quantity of money of every descrip- 
tion coined in the Spanish mints in the three preceding decades. That the 
chronically adverse trade balance prevented the coinage from accumulating 
in Spain from year to year no minister or economist would have denied ; but 
the vales, which did not even circulate in the Indies and were unacceptable 
in foreign countries, necessarily remained in the kingdom. 

The two large issues of vales, the anticipation of larger future issues to 
meet the rising war expenditures, and the inability of either the Bank of 
Spain or the Amortization Office (Caja de Amortizacién) to redeem the 
paper currency drove it to a discount in 1794. In the early summer of 1795, 
when the paper currency in circulation had been doubled and victory seemed 
a vain hope, the depreciation of vales was about 22 per cent. After the con- 
clusion of peace, at the end of July, 1795, the vales recovered rapidly ; but at 
their highest point before the outbreak of war with England in October, 1796, 
they remained about 5 per cent below par. In spite of the sizable redemption 
of vales in January, 1797, and of the efforts to finance the war through non- 
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inflationary borrowing, the discount on paper currency, in dozens of ex- 
changes for specie in 1797, ranged from 15 to 18 per cent at Madrid and 
Cadiz and from 16% to 20% at Barcelona. The active intervention of the 
treasury in the bullion market, through licensed brokers and the Bank of 
Spain, was an important factor in keeping depreciation within bounds dur- 
ing the course of the year. In 1798 the treasury continued to support the 
vales by giving secret commissions to leading brokers to buy at strategic 
times and places. The discount on vales ranged from 18/4 to 214 per cent 
at Madrid and from 19% to 2334 at Seville. The lowest average depreciation 
that I have found was at Bilbao and the highest in Andalusia. Although oc- 
casional discounts as high as 24% per cent occurred at Cadiz in December, 
1798, on the average vales recovered considerably in Andalusia during the 
last quarter of the year.” 

On exchanges for specie needed to support military operations abroad the 
treasury accepted a discount of 23-2414 per cent on vales at Seville, 25-26 
at Cadiz, and 25-26 at Malaga in January, 1799; and the discount at 
Cadiz the following month was 26-27 per cent. The temporary suspension 
of interest payments late in 1798, the sequestration by the treasury of funds 
in the Amortization Office intended for redemptions, and the 53-million peso 
increase in the circulation drove the discount to about 43 per cent by April, 
1799. Blaming speculators (as inflation-minded ministers throughout the 
ages have done), the Government attempted to confine all exchanges of vales 
for specie to licensed brokers and to require them to keep accurate and de- 
tailed records—with a view to their use as incriminating evidence. In Sep- 
tember, 1799, when the Amortization Office acquired funds for the redemp- 
tion of small amounts of vales in needy cases, long queues formed, places in 
line were sold, and riots occurred. Taxes for redemption were levied, funds 
borrowed, lotteries established, experts consulted, memorials studied, and 
laws enacted to control depreciation; but the vales continued to lose 
ground. At the close of the century they were approximately 50 per cent 
below par.” 


*7 AMH, Negociado 130, Leg. 1; Leg. 2, Atado 3; Gazeta de Madrid, 2 de Septiembre, 
1794, pp. 1050-55; 19 de Diciembre, 1794, pp. 1484-88; 17 de Abril, 1798, pp. 240-45; Canga 
Argiielles, I, 29; AHN, Sala de Alcaldes de Casa y Corte, Lib. 1382e, fols. 1365-1371; Lib. 
1384e, fols. 436-442, 503-511; Lib. 1385e, fols. 692-695; National Archives, Washington, 
Diplomatic Dispatches, Spain, I: W. Short to the Secretary of State, Madrid, July 1, 1793. 

78 AMH, Negociado 130, Leg. 2, Atado 3; Gazeta de Madrid, 23 de Julio, 1799, p. 663; 
8 de Noviembre, 1799, p. 968; AHN, Sala de Alcaldes de Casa y Corte, Lib. 1387e, fols. ro11- 
1013; Lib. 1388e, fols. 936-942, 969-971; Lib. 1389e, fols. 380-383, 385-386, 404-436; Lib. 
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VII 


Spanish America produced the greater part of the entire world output of 
the precious metals in the second half of the eighteenth century, and the 
mints of Spain and the Indies coined most of the bullion. Consequently 
pieces of eight, doubloons, and other Spanish coins drove a far higher per- 
centage of world commerce than did any other medium of exchange. But 
despite the unrivaled position of Spanish coins in international transactions, 
the monetary system performed many internal functions imperfectly ; and 
serious problems arose in Spain and the American colonies. The use of 
national and provincial coins of gold and silver, all of which had to be rated 
in terms of the vellon money of account, caused great confusion. New issues 
of gold and silver designed to simplify and reform the coinage did not replace 
but were added to the old money, and in many cases awkward tariffs proved 
inevitable. Heavily overvalued and designed to circulate only in Spain, pro- 
vincial silver crossed the Atlantic to defraud the colonists and disturb com- 
merce. Heroic measures were adopted to keep this money out of the Indies, 
but the steady extraction of good coins by British and Dutch smugglers in 
exchange for degraded foreign money led Spain to strike a special type of 
provincial silver for the Caribbean colonies. Overvaluation of gold tended 
to drive silver out of use in the Spanish Empire, which monopolized its 
production. 

Vellon was overissued in Spain in 1772-80, but a rapid growth of popula- 
tion and trade, together with a sharp rise in commodity prices, increased the 
demand proportionately and prevented depreciation. In the absence of a 
banking system in Spain to adjust the quantity of fractional money in cir- 
culation to the demand, local shortages occasionally inconvenienced busi- 
ness. Much more serious was the lack of fractional coinage in New Spain and 
the other American colonies. The resultant barter, wage payments in kind, 
and unregulated issue of tokens by retail merchants and loan sharks inflicted 
severe hardships upon Indian laborers and poor whites. The great distance 
and infrequent communications hindered supervision of the American 
mints, and occasionally standards of fineness were not maintained. Irked by 
chronically unfavorable exchange rates, Charles III resorted to secret de- 
basement of the coinage in Spain and America. With a personal profit at 
stake, the mint officials debased by more than the specified amount; and 
under Charles IV this type of fraud reached its nadir. As the leading inter- 
national medium of exchange, Spanish money was the favorite target for 
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clipping, sweating, and counterfeiting at home and abroad. War with Eng- 
land forced Spain to issue her first paper money in 1780, and after 1793 suc- 
cessive conflicts with France and England resulted in unbridled inflation. 
The paper currency did not circulate in the Indies, but the American colon- 
ists were taxed for its redemption and could not escape the repercussions of 
economic chaos at home. The redundant paper currency was a factor in the 
conquest of Spain by Napoleon and the early movement for independence in 
America. 


Duke University Eart J. HAMILTON 











A Report on Research in Economic History * 


Y reason of the war, a report to the Social Science Research Council 

more extensive than any I have hitherto submitted seems appropriate. 
The war has affected us in several ways. Our “terms of reference” reflected 
the international situation, since they directed our attention to the economic 
history of countries embraced in the Western Hemisphere ; it has steadily 
diminished the speed with which our research work has gone forward, until 
that work is now largely at a standstill ; and it lately has begun to make us 
think and plan in terms of a more effective postwar period. Inasmuch as the 
Committee has definitely selected the areas of special research interest that 
will probably engage its full attention in the years immediately ahead and 
inasmuch as the period of its present appointment may extend hardly be- 
yond the war period itself, there appears to be particular reason why I 
should lay before you the general scheme of its research plans, the specific 
projects that it has thus far sponsored within its chosen fields, and a series 
of outlines of what might be attempted in these general areas by research 
people released sooner or later from war services. In a sense, this report of 
mine is an effort at postwar planning. 

The Committee desires the Council’s permission to publish this docu- 
ment, for it hopes thereby really to awaken greater general interest in eco- 
nomic history and to secure the collaboration of at least some students and 
some directors of research. One of the major purposes expressed in the grant 
to the Council which resulted in the creation of our Committee was the 
expansion of study and writing in the field of economic history beyond any- 
thing that the Committee itself might accomplish through its own activity. 
It was believed that, even with generous financial underwriting, the dark 
areas in our knowledge of economic development, even in the single region 
of the United States, could not be fully illumined by the action of the Com- 
mittee alone; and the latter came soon to realize that it could not go far 
without the co-operation and collaboration of others. 

The publication of this report may serve another important purpose. 
Despite the Committee’s efforts to learn of the research in economic history 
now or recently in train at the numerous colleges and universities of the 
country, there may be current investigations of which the Committee has 





* Eprtor’s Note: We are glad of the opportunity to be the first to publish the ensuing 
report to the Social Science Research Council by the chairman of its Committee on Research 
in Economic History. 
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not become apprised and which cover portions of the fields that it has 
selected for its own special inquiries. Surely the Committee does not desire 
to waste its funds in useless duplication of others’ efforts. 


I 


As already indicated, the geographical area to which the Committee 
should confine its efforts was determined for us by the Council minute that 
led to the creation of our group: we should restrict our view to the economic 
history of the countries of North and South America. By virtue, however, of 
the many deficiencies in our knowledge of the economic development of all 
these countries, including the United States, we have an adequate territory 
to cultivate. Moreover, I believe the Social Science Research Council would 
undoubtedly agree with the opinion expressed by some of our members that 
the number of men and women in the United States who have devoted them- 
selves to the study and teaching of American economic history or of Cana- 
dian and Latin-American economic development has been deplorably meager 
in recent decades. This has been especially true of individuals trained in 
economics and of political historians who have had such training or have 
trained themselves in modern economic theory. 

There remained still a question of time period or time periods to be em- 
phasized. Conceivably the Committee could have begun by attempting to 
fill lacunae in American colonial history, in Canadian experience under 
French domination, or Latin-American development under Spanish rule; 
and then proceeded to investigate successive periods in later decades. Ac- 
tually the Committee has not failed to give careful consideration to particu- 
lar projects, even though they related to points or periods in time now quite 
distant ; and it has given equal welcome to projects pertaining to very recent 
decades. The basis of selection has not been a chronological relation but the 
significance of a given development for present and future governmental and 
social policy. 

A second decision of the Committee was the occasion of much greater 
debate. This pertained to the manner in which it should endeavor to operate 
within its general field or fields of inquiry. Some members of the group 
argued with fervor and not without reason that the Committee need merely 
seek out the individuals who were working or desiring to work upon subjects 
pertaining to the economic development of some part of the Western Hemis- 
phere, pass judgment upon the value of the topic and the competence of the 
research worker, and then give a subsidy or grant-in-aid. Others of the group 
expressed dislike for this type of “shotgun” dispersal of our funds, prefer- 
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ring a more integrated series of activities, and hoping thereby that one or a 
small number of areas in the economic history of this hemisphere might be 
fairly well explored with the sums and time at the disposal of the Commit- 
tee. The latter unit in the Committee prevailed and the group set about 
the selection of particular fields with special reference (as I have suggested ) 
to the economic history of the United States, or at least of the Western 
Hemisphere. 

No useful purpose would appear to be served by a detailed review of the 
long and tortuous discussions, both within the Committee itself and with 
many advisers, which led the Committee in the end to choose certain specific 
areas for concentrated research endeavor and to cast aside numerous others. 
One of our Committee members still recalls a number of topics which at one 
meeting or another we placed “in the icebox” after much argument and 
which we never took out again! 

At all events, many inviting alternatives were duly considered and put 
aside. The criteria that the Committee attempted to employ in choosing sub- 
jects for inquiry were gradually hammered out and they included the fol- 
lowing: the putative value of certain historical investigations for present 
and future governmental or social policy; the potentiality of worth-while 
results from group (as opposed to individual) investigation ; and the extent 
of existing knowledge on various aspects of the American or hemispheric 
field. One of the tests that not infrequently was brought up by certain com- 
mittee members was what the economic historian of 1960 or 1980 might wish 
us to have done in the early 1940’s. 

One further criterion may deserve special emphasis, although possibly it 
would be better described as a point of view. The Committee had hopes in 
selecting its general areas, and continues to have hopes in promoting actual 
research within them, that there might (and may) be a welding of theory 
and facts, especially that the research into historic developments may be 
inspired and guided by problems deriving from modern theoretical con- 
siderations and from modern public policies. It purposes to avoid sterile 
antiquarianism and a hardly more fertile institutionalism. 

The Committee in the end did select two major and two minor areas for 
special inquiry, the terms “major” and “minor” being intended merely to 
indicate logical arrangement, not intrinsic importance. The two major fields 
are, respectively, the role of government and the role of entrepreneurship in 
American economic development. Lying between these two “major” fields, 
and in large measure reflecting developments within both, are the two 
“minor” topics : the rise of and evolutionary change in the corporation, and 
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the history of banking. The general scope and the more noteworthy sub- 
divisions of these four fields are presented in the succeeding analyses, to 
which are appended sometimes brief notes of various methods by which the 
several problems may, in the Committee’s view, be profitably attacked, and 
suggestions of individual research topics which the Committee has itself 
embraced or which it would be happy to see undertaken by collaborating 


students. 
II 


One of the most valuable contributions that economic history can make 
to present and future public policy is the establishment of appropriate and 
accurate trend lines. We of the present, by reason of being members of a 
democratic society, need to know the direction in which public affairs are 
moving, whence they stemmed, whether they traveled in straight lines or 
circles, and how the present compares with the past. In the area of the gov- 
ernment’s relation to private enterprise, it seemed to the Committee espe- 
cially important that we should learn more of American experience. The 
course of development in the past fifty or sixty years is well known and in 
many lines covered very well by current literature. For the beginnings of 
the country, we have an excellent study in the economic thought of the 
seventeenth century. For the decades (almost centuries) lying between 
these time periods, however, we lack any general picture. Mostly we have 
only monographs about thought in the federal area during the “critical 
period” or relating to special subjects such as the tariff or banking. Partly, 
to be sure, this unhappy situation has derived from the fact that the major 
relations between the state and its members during these decades took place 
within the thirteen colonies and later within the growing number of states. 
As in the case of corporation history, we have lacked enlightenment, in 
appreciable measure, because of the size of the task that the individual in- 
vestigator found confronting him. 

Students of political thought and of American political and social history 
joined with economists in urging the Committee to pay considerable atten- 
tion to this area; and the Committee was not long lacking conviction that 
this was obviously a desirable field for inquiry. On the other hand, the 
analysis of the full subject and the designation of concrete projects for ex- 
ploration proved to be less simple. Perhaps no other economic historian or 
group of such students would arrive at the same over-all conception of the 
field as did your Committee or have broached the problem of active research 
in the manner that the Committee fixed upon. Nevertheless, I present the 
general schema of the Committee for your information. 
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The idea stream relating to the proper place of government in the whole 
economic process has, in the view of the Committee, undergone important 
modifications over past decades and the study of these changes is both a 
convenient and a provocative starting point for the attainment of an under- 
standing of American economic development. Such a study of ideas could, 
of course, be mere metaphysics and consequently sterile for our purposes. 
The type of inquiry that holds value for economic history is one that views 
ideas as expressing a relation between economic conditions or needs, on the 
one hand, and projected or realized purposeful action, on the other. More 
specifically, we are concerned with the ideas to be found in the literature or 
in other survivals of a given time period, which lay bare the preconceptions 
of legislators or the opinions of individuals or groups about legislative needs 
on economic and business subjects. Such ideas both reflect economic proc- 
esses and censor them ; they affect the action of government both positively 
and negatively, serving either as an incitement to new legislation or as a 
restraint upon the demands of legislative minorities. 

Some portion of the idea stream will ultimately be incorporated into legis- 
lation, and, accordingly, a thoroughgoing study of thought must be carried 
on to a study of legislation designed to have specific effects upon economic 
or business life. But assurance of such effects will often be sought by the 
creation of appropriate administrative agencies. Hence, the investigation of 
ideas must sometimes go not only beyond thought to legislation but beyond 
legislation to the establishment of (and change in) governmental bureaus, 
commissions, and other administrative units. Lastly, the impact of legisla- 
tion and of governmental agencies upon economic institutions and processes 
must be appraised if a full assessment of the role of government in economic 
development is to be attained. 

Research pertaining to the place of government in economic development 
is, as a matter of fact, concerned in some measure with a cyclical process. 
Ideas, sometimes fostered (if not bred) by economic conditions, lead—if 
potent enough or in the right political setting—to legislation and sometimes 
to the establishment of administrative bodies ; these latter effect changes in 
economic institutions and processes; and such changes in turn alter the 
stream of thought. While it is possible to break into this sequence at any 
point for the investigation of particular phenomena, the Committee is in- 
clined to lay particular stress upon the unity of the entire process. For this 
portion of its program, it believes in the wisdom of reverting to the older 
term “political economy” as more descriptive of the area in which it is inter- 
ested rather than continuing to utilize the relatively modern term “eco- 
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nomics.” It is concerning itself with the politico-economic thought that has 
controlled the intervention of government through the many decades of 
our national government, and with the legislation and governmental agencies 
that have sought to make effective these politico-economic ideas. 

The division of jurisdiction between state and federal authority in the 
American area presents a further complication. Economic development has 
been influenced by activities of both these major forms of governmental 
organization—as well as by local units—and, therefore, a full-blown pro- 
gram of research should provide opportunity for exploring the ideological 
background, the legislation, and the economic consequences in at least the 
two areas of state and federal authority. 

Research into the role of government in American economic development 
must, therefore, take cognizance of at least six elements: (a) ideas; (b) 
legislation ; (c) governmental agencies ; (d) economic institutions and proc- 
esses; (e) time; and (f) jurisdiction. 

Since, as the above analysis indicates, the realm of politico-economic 
ideas could not be fruitfully studied by itself any more than could legisla- 
tion or governmental institutions, a proposal was made to, and accepted by, 
the Committee that it embrace attempts to handle several “dimensions” at 
one time by means of purposefully limited studies which would cut across 
the primary lines of analysis. 

One such study would be an effort to discover the prevalent attitudes to- 
ward the appropriate role of government in economic and business affairs as 
of a selected point in time; to examine the contemporary legislation— 
whether federal or state—which embodied (or was inconsistent with) the 
dominant body of thought, and the governmental agencies set up to carry out 
particular objectives ; and probably to give some consideration to the reper- 
cussions of the foregoing upon the form and the functioning of the economic 
institutions of that period. It would be in the nature of a cross-sectional 
survey, a sort of still photograph or, as it were, a census of ideas and their 
embodiments. 

An endeavor of this type has already been launched under the auspices of 
the Committee, one that relates to the approximate date of 1795. Professor 
E. A. J. Johnson of New York University has been in charge and he has had 
the assistance of Mr. Frederick K. Henrich. (The former has recently been 
called to Army service.) This study has a special problem in so far as it will 
attempt to answer the question of the extent to which ideas and govern- 
mental activities in the economic and business fields after the Revolution 
and the “critical period” were mere continuations of those existing in the 
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late Colonial era, and the extent to which they were novel, at least for this 
country. On the other hand, the date was placed sufficiently late so that the 
inquiry would largely avoid the controversy and polemics of the years imme- 
diately preceding the adoption of the Constitution. In addition to its in- 
' trinsic value, this study was launched for the special reason that it might 
serve as a starting point for several more localized state studies, to which 
attention will be given shortly. 

One of the hopes of the Committee is that investigations corresponding to 
that regarding 1795 may some time be carried through for such dates as 
1830-35, 1870-75, and possibly for a period as late as 1900-05. Such a series 
of broadly ranging inquiries would as a group make manifest general 
changes in the so-called “American way of life,” while they would also pro- 
vide perspective for the more specific studies of individual state legislation, 
the evolution of individual governmental agencies, or the impress of govern- 
mental influence upon selected segments of the economy. Like the statistical 
censuses of population or manufactures, they could be put to a multitude 
of uses. 

By reason of the particular governmental structure in the United States 
and the long period during which currents of politico-economic thought had 
more extensive and more important manifestations in nonfederal jurisdic- 
tions, it has appeared presumptively fruitful to set up a group of inquiries 
designed to show the range and depth of governmental activity in particular 
states. These studies are longitudinal in the sense that they are projected 
through time; and yet they extend broadly enough to show the changes, 
perhaps alternations, in the idea stream, the expression of dominant con- 
cepts in legislation and governmental agencies, and some of the conse- 
quences of the latter upon economic institutions. 

As projected by the Committee, these state studies should be sufficiently 
numerous and diverse to make allowance for such regionalism as may have 
existed. In fact, inquiries have already been sponsored relative to Massachu- 
setts, Pennsylvania, Georgia, and Illinois. Dr. and Mrs. Oscar Handlin of 
the history department at Harvard have the Massachusetts inquiry in hand. 
At the early stages of this investigation they had counsel from Professor 
Edward C. Kirkland of Bowdoin College. Professor Benjamin F. Wright of 
the government department, also at Harvard, had directed research work in 
the economic and business legislation of Pennsylvania ; and he consented to 
complete the study of that state with the assistance of Mr. Louis Hartz. The 
investigation of Georgia’s experience has been entrusted to Professor Milton 
S. Heath of the University of North Carolina, who has spent a number of 
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years collecting data on the economic development of the South and on the 
relation of governmental action to it. Finally, the work upon Illinois was 
assigned to Dr. and Mrs. Kenneth O. Walker under the direction of Profes- 
sor Herbert Heaton of the University of Minnesota. These state inquiries, 
in the view of the Committee, should be extended in time toward the present 
day at least to the period when, in these communities, federal influence 
came to be dominant in the aggregate relation of government to economic 
life. 

Another series of studies, which would be somewhat similar to those just 
mentioned and which would also be longitudinal in character, is possible and 
desirable, although in fact the Committee has not yet found opportunity to 
take action upon any of them. These studies would have boundaries that are 
primarily functional and jurisdictional, and would attempt to explore the 
ideas that lay behind the creation of specific governmental agencies or that 
came to alter their character and modes of operation. They would appraise 
the legislation that defined the purposes of these governmental agencies and 
specified their relations to other governmental bodies or to private business 
institutions, and would analyze the repercussions of the selected bodies upon 
economic life in the field over which their jurisdiction extended. 

In the federal area, a study of the United States Treasury might be ad- 
vantageously undertaken because of the long history of that institution, 
because of its relation to financial legislation, and because of its manifold 
influences upon the banking and commercial life of the whole nation. The 
Public Land Office might serve as another illustration, although here more 
numerous inquiries have been made or are under way. In the area of state 
government, on the other hand, studies of the Pennsylvania Canal Commis- 
sion or the Illinois Warehouse and Railroad Commission may be suggested 
as examples of the type of inquiry that has appeared to the Committee to 
promise worth-while results. Such investigations, it may be repeated, should 
not—in the view of the Committee—be mere administrative histories but 
should continually keep in mind the flow of politico-economic thought, on 
the one hand, and, on the other, the effects of these agencies upon economic 
processes. 

Finally, a group of studies has been envisaged which would attempt to 
show the consequences of aggregate governmental action upon particular 
segments of economic enterprise. While these inquiries, like the studies of 
state legislation or of particular governmental institutions, would be longi- 
tudinal in character, their limits would be determined by entrepreneurial 
considerations. The area to be surveyed might be defined occupationally— 
farming, mining, or banking, for example—or organizationally, as, for in- 
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stance, the corporate form of business management. These studies might 
move in two jurisdictional planes in so far as both state and federal actions 
were pertinent in a specific case. | 

Two such areas have already been selected by the Committee for special 
consideration: banking and corporate enterprise. These institutional seg- 
ments have importance not only by reason of the governmental activities 
concerned with promotion or regulation or even suppression, but also by 
reason of their pertinence to the second major field of Committee interest, 
that of the role of entrepreneurship. Because of this dual relation, these two 
general inquiries—as already suggested in the introductory statement— 
have been set up as “minor” fields of Committee action and will be con- 
sidered in some detail in succeeding sections of this document. There are, 
however, other areas for investigation relating to the effects of governmental 
action that have suggested themselves as likely to prove of interest and of 
significance for our present purposes. (In one or two cases, proposals for 
subsequent, postwar action have been made to our group.) One such inquiry 
might relate to the marketing of consumer goods or of selected categories of 
such goods ; another might be concerned with the sheep or cattle husbandry 
of particular western areas; a third might confine itself to the flow of im- 
ports and exports (that is, within the framework provided by the tariff laws 
as far as imports are concerned ). Here again it may be emphasized that such 
inquiries, if adopted by the Committee, would be likely to find their starting 
point in a consideration of the ideas lying behind governmental action, and 
such studies would presumably endeavor to connect these ideas (and their 
alternations over time) with legislation, with governmental agencies, and, 
finally, with effects upon the particular segments of enterprise under 
investigation. 

In sum, it will be observed that, in this general field of the role of govern- 
ment in American economic development, the program of research approved 
by the Committee is multilinear and varied. It is controlled by no single 
hypothesis regarding the general course of American thought and practice ; 
it is exploratory in character; and it offers opportunities for students of 
diverse interests and different types of training. Perhaps, in the end, a broad 
history of the changing role of government in economic life (over time) may 
be written—one drawn at least in part from materials that the Committee 
aids in bringing into usable form—but the compounding of such a history is 
definitely not our immediate objective. A prodigious amount of preliminary 
research is first required, and it is the exploratory type of investigation— 
beyond that already sponsored by it—which the Committee is eager to 
initiate and to foster. 
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III 


While the general field of the role of government in American economic 
development was one of the areas that first came to the attention of the Com- 
mittee, the second “major” field of present Committee interest—that of the 
role of entrepreneurship in the emergent American economy—arose out of 
the discussions within the Committee itself and from suggestions of outside 
advisers. Several individual pieces or projects of research related to the 
activity of individual businessmen or individual companies, or they per- 
tained to the history of accountancy, of product differentiation, or of bank 
loans to directors ; and these several ideas logically arranged and extended 
grew into the distinctly wide-range analysis that the Committee ultimately 
denominated “the role of entrepreneurship.” Here again—as in the case of 
the preceding subject—I should perhaps record the thoughts of the group 
(in so far as I can personally recall and express them) which led to the erec- 
tion of this field as one of the Committee’s primary concerns. 

If the part played by government in American economic development be 
one of the main features of our economic history, the role of entrepreneur- 
ship is unquestionably the other major element—provided, of course, that 
the natural endowment of the country be regarded as given. While govern- 
mental action was in varying degrees at different periods and in different re- 
lations stimulating, controlling, and negativing in character, entrepreneur- 
ship has supplied a never-ceasing leaven for exploring and exploiting the 
opportunities offered by natural resources and the field of action permitted 
by government. These two major areas of ever-potent activity, accord- 
ingly, are in considerable measure complementary ; and one may with much 
validity contend that inquiries regarding them, if conceived in the spirit of 
liberal interpretation, would cover pretty much all of economic history. 

In embracing the subject of entrepreneurship as one of its fields of investi- 
gation, however, the Committee is proposing to examine one of the most 
difficult and one of the most neglected segments of economic and business 
history. The difficulties will become obvious in the ensuing outline of the 
field, but certain general observations may be in point: neither economic 
nor business literature provides the data or the scientific analysis for some 
of the elementary concepts in this area ; economic theory does, in fact, con- 
tribute confusion by its association of the entrepreneurial function with the 
receipt of profits, by its tendency to handle large and small business units in 
one conceptual scheme, and by its frequent identification of entrepreneur- 
ship with “capitalism” ; while, on the other hand, business history is as yet 
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too new and uncultivated to present accumulated information upon the 
evolution of many business forms and business functions. The present status 
of the whole subject is adequately indicated by the comment in the recent 
notable general economic history of the United States by Professor Chester 
W. Wright of Chicago to the effect that he will have nothing to say of the 
entrepreneur since economic historians really knew nothing about that 
individual. 

Yet the significance of this area in American economic history needs 
hardly to be proved. The importance of the enterpriser as a galvanizing force 
in American economic evolution will be admitted immediately. Moreover, 
it would be conceded that in no country has he had greater freedom of action, 
or greater opportunities to gain a dominating position, than in the United 
States. Free land, free resources, and exceptional freedom of action were 
long open to an entrepreneurship—recently liberated in England—which 
was then flowing to our shores. The subject has also a professional value in 
bringing together the two streams of economic and business history which 
have tended to move in independent channels. Finally, though not exhaust- 
ing pertinent potentialities, one may suggest a significant social relationship. 
Politico-economic thought, and to some extent even economic thought itself, 
have tended to submerge entrepreneurship in the general concept of capital- 
ism. Whatever has been constructive, as well as whatever has been socially 
deleterious, in the actions of entrepreneurs has been lost from sight in the 
controversies over the ownership of capital goods, private property, in- 
equalities of wealth, and socialistic programs of reform. 

Perhaps the broad importance of this general field of inquiry may be 
underlined in no clearer manner than by listing a series of questions, at 
present unsettled, toward the solution of which research in the history of 
entrepreneurship may make potent contribution : 

1. How far has American entrepreneurship differed in incentives or objec- 
tives from that in England or in countries of Continental Europe? Have 
variant social, economic, or religious forces had variant results ? 

2. What have been the critical or determinant elements of successful 
entrepreneurship: strategy or tactics? foresight or the exploitation of posi- 
tion? To what degree has the creation (or seizure) of innovations, efficient 
administration, leadership, or windfalls spelled success? Have the deter- 
minants of success changed over time ? 

3. To what degree and at what periods has there been an increase in the 
science, and an accompanying decrease in the art, of entrepreneurship? And 
have such developments been productive of socially beneficent results ? 
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4. Has the exploitation of American resources been accompanied by ex- 
traordinary entrepreneurial profits or really by substantial losses to entre- 
preneurship? Have not losses outweighed gains? Has the number of losers 
exceeded that of the winners of “prizes”? 

5. To what extent has our entrepreneurship been influenced by changes 
in the stream of social thought, and to what extent has it made appreciable 
contributions to that stream ? 

6. Has there been a “revolution” in the relation of enterprising ability to 
productive activity with an antiquating of long-prevalent business forms 
and institutions ? 

7. Why has American entrepreneurship failed to retain social and politi- 
cal support? Has it been “too successful” (as Professor Schumpeter would 
have us believe) ? Has the business ladder been broken, and security become 
more generally desirable than opportunity ? Have the social transgressions 
of entrepreneurship actually increased in recent decades ? 

At this point, however, I am somewhat perplexed as to just what I should 
include in this report. No inconsiderable amount of time of the meetings of 
the Committee in the past year or so has gone into the effort to analyze the 
subject of entrepreneurial history and to set up significant and practicable 
individual projects of research. While actual grants by the Committee in aid 
of current research activities have so far been few in number (partly, to be 
sure, on account of the repercussions of war), the Committee or its member- 
ship has sought advice from many individuals, of whom Professor Ralph C. 
Epstein of the University of Buffalo, Professor Robert A. Gordon of the 
University of California, and Mr. Chester I. Barnard of the New Jersey 
Telephone Company may be specifically named because of their work in 
areas close to or overlapping our chosen field. Again, the Committee, with 
the collaboration of the Economic History Association, conducted a broad 
discussion at one of the Association’s meetings, at which Professors Frank 
M. Knight of the University of Chicago, John Maurice Clark of Columbia 
University, and G. Heberton Evans, Jr., of the Johns Hopkins University 
were good enough to criticize certain propositions of mine and to contribute 
their views of the relation of economic theory to exploration in the history 
of American entrepreneurship. 

Much of all this effort has gone into an endeavor to clarify such basic con- 
cepts as are involved in the answer to the questions: what do we mean by 
the term “entrepreneur” or “entrepreneurship” ; have such terms had vary- 
ing meanings at different times in our economic evolution; what are the 
essential attributes or characteristics of an entrepreneur or of entrepreneur- 
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ship ; and what are the data essential for a worth-while study of these phe- 
nomena and for relating the latter to general social history? Possibly the 
Committee would have been wiser, and surely much time and effort would 
have been saved, if we had been willing to follow the advice of Professor 
Epstein: that we should begin exploration without a specific conceptual 
scheme or concrete hypotheses covering such questions as those above men- 
tioned, but let the answers flow from the data which in time we would as- 
semble. However, that mode of procedure appeared to admit a rather severe 
and unpalatable criticism of preceding work in American economic history ; 
while its adoption by the Committee would seem to provide the group with 
no criteria by which it could judge the presumptive value of particular pieces 
of inquiry and no rudder by which it could steer a rational, general course of - 
investigation. 

What I can report to the Council now, accordingly, is chiefiy a series of 
propositions which the Committee is at present utilizing in its efforts to set 
up specific projects of research—many of which, of course, will have to 
await actual launching until the postwar years. These propositions serve as 
hypotheses, and may well need repeated revisions as investigations proceed 
and as criticisms flow to us from individuals who have competence in these 
matters and with whom the Committee as yet has been unable to make con- 
tact. Incidental to the statement of these conjectures, I shall mention the 
few research projects that the Committee has hitherto approved. 

While the large corporation has become the dominant business unit in the 
present-day American economy, the individual enterpriser or executive is a 
more historic figure, and in various segments of American economic life still 
retains an important, if not pervasive, position. This is an area to which 
business history has been inevitably attracted and in which the group work- 
ing in that field—unfortunately a small group—has in fact made notable 
contributions. Professor Joseph S. Davis of Stanford University counseled 
the Committee that we need more business biographies and histories of in- 
dividual enterprises ; and the Committee was disposed to agree. It has in 
fact made a small contribution to the completion of a study of George 
Peabody, on which Professor Muriel A. Hidy of Wheaton College has been 
engaged for a number of years. It has helped to make possible the writing of 
a biography of William Blackmore, an almost forgotten promoter in the 
American Southwest. Dr. Herbert O. Brayer, erstwhile archivist of the 
Denver and Rio Grande Railroad, was largely responsible for the assembling 
of data upon Blackmore’s extraordinary career, although he had the finan- 
cial aid of the railroad to which he was attached. He is now occupied in the 
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composition of-a life history of Blackmore. Thirdly, the Committee .has 
helped to make possible a study of the Brown family of Providence, which 
it is hoped in the end will extend from the fore part of the eighteenth century 
down into the first decades of the twentieth. Professor James B. Hedges of 
Brown University is in charge of this project and is contributing his widely 
acknowledged ability and experience, while Brown University and the 
Rhode Island Historical Society have agreed to match the funds appropri- 
ated by our group to this interesting investigation. The existence in the John 
Carter Brown Library at Providence of the documents pertaining to the 
partnership of Brown and Ives, and extending over the long period 1793- 
1913, offers an especially favorable opportunity for the study of the entre- 
preneurial activities of successive generations in the Brown family. 

There are, to be sure, limitations to the contributions that business biog- 
raphies or company histories can make to an over-all study of entrepreneur- 
ship. For the most part, they are studies of success and not of failure; 
indeed, they are studies of the unusually successful rather than the average 
individuals or companies, since, as a rule, only the records of the former have 
survived, or only the more vigorous enterprise persists to the present time. 
On the other hand, Mr. Henry A. Dennison has frequently contended that 
one learns more from a company’s mistakes than from its achievements. 

One large area of the American economy in which the individual enter- 
priser has always been dominant has seemed to the Committee to have been 
seriously neglected, that of farming. In the main, this portion of American 
life has hitherto been treated from the institutional or political angle or even 
as a manner of life rather than as a segment of American business. Despite 
the difficulties in securing adequate data, however, research that attempts 
to portray the farmer as an executive does appear presumptively worth 
while. Here would be involved the changing business functions of the farmer, 
the changing sources of his business information and advice, the evolution of 
ancillary institutions aiding him in the performance of his aims, and the de- 
velopment of co-operative schemes which in some measure have made more 
effective the efforts of the individual agrarian entrepreneur. As Professor 
Heaton has frequently contended, we want to know more of the farmer on 
his farm and not as he participated in a political meeting or joined in the 
social activities of his grange. Actually, the Committee has hopes that in the 
postwar period it may aid in launching studies along these lines and has had 
conferences with individuals at the Iowa State College of Agriculture and 
Mechanic Arts and at the University of Minnesota with such ends in view. 

A much more difficult problem confronts the inquirer into the history of 
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American entrepreneurship when he leaves the earlier decades of American 
industry or turns from the sections of present-day economic life where the 
farmer or the small retail business or the petty manufacturing unit still pre- 
vails. In the large and economically dominant area of American business 
over which the large corporation has control, entrepreneurship is surely no 
longer the simple institution universally portrayed in the standard books of 
economic principles. While it was legitimate fifty or a hundred years ago to 
speak of “the entrepreneur” and to identify him as the profit receiver, the 
development of large business organizations has brought an important 
change in the functional relationships of entrepreneurship as far as such 
institutions are concerned. The activities and rewards that earlier were cen- 
tered in the entrepreneur are now divided or dissociated. Decisions of entre- 
preneurial character no longer derive from one man; profits inure mainly to 
individuals who have no connection with management; and risks are borne 
by groups additional to the (now) multiple executive. The terminology of 
economic theory, as just intimated, fails to provide convenient concepts for 
handling this evolutionary change, while the literature of business adminis- 
tration, though descriptive of current conditions, has never appreciably 
concerned itself with historical developments. Yet it is in this difficult area 
of evolution in entrepreneurship that the Committee feels it should endeavor 
at least to blaze a trail. 

Inasmuch as conditions in the academic world have prevented the Com- 
mittee from undertaking or aiding investigations in this area, I had perhaps 
best limit myself in the present report to suggesting the type of topic with 
which the group purposes some time to deal. I will merely list them in more 
or less logical sequence: (1) the changing character of the executive—with 
the term “character” broadly interpreted and surely including the changes 
in qualities essential to success and those associated with failure ; (2) chang- 
ing relations of the executive or the executive group to other elements in the 
corporation ; (3) the recruitment of executives and its relation to the sur- 
vival of the large enterprise ; (4) the rewards to business executives, with 
the associated separation of management from ownership; and (5) the 
changing moral code of business executives and the relations of the latter to 
political and social problems of their day. 

The Committee has not failed to be conscious of the exceedingly broad 
field within which we are attempting to run a few significant lines. Entre- 
preneurship is conceived as embracing the initiation, growth, adjustment, 
and survival of individual business enterprises. It comprehends the strategic 
elements in business administration and the dynamic elements in economic 
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change, with no little interplay of action and reaction with social and politi- 
cal groups in the nation. The study of entrepreneurship, it may be remarked 
—especially in its evolutionary aspects—involves knowledge of economics, 
business organization and operation, sociology, social history, and indeed 
nearly all the social sciences ; while it offers an opportunity for synthesis 
between the positivistic and subjective attitudes in historiography. 

Accordingly, the program finally sponsored by the Committee must be 
made up of a few subjects selected from the sizable number suggested above 
or comprehended within them. It will probably take the form of test in- 
quiries aimed at exploring important areas and developing techniques ; and 
the Committee ventures to hope that additional inquiries will be under- 
taken by individual scholars, while businessmen and corporations will see in 
these several efforts the sort of objective research which they can endorse 
and support. Entrepreneurship has been the dynamic element in the coun- 
try’s whole economic development ; and the study of so important a factor 
invites research on a broad scale. 

IV 

The corporate form of organization is both a product of governmental 
action and an instrumentality of entrepreneurship. Therefore, a study of its 
historical development must overlap the two “major” fields of Committee 
interest : and yet that evolution has some features peculiar to itself and it 
seems too important to be split up and subordinated within the fields from 
which, in a large measure, it does actually derive. 

The evolution of the corporation in the United States may conveniently 
be divided into two phases : that before the enactment of general incorpora- 
tion laws and that subsequent thereto. Research pertaining to the former 
has already been launched under the auspices of the Committee. Here it is 
possible, of course, to take into account Professor Joseph S. Davis’s splendid 
study of American corporations prior to 1800 and the few inquiries hitherto 
completed with respect to particular state jurisdictions in the decades there- 
after. Now Professor William C. Kessler of Colgate University is engaged on 
an investigation of broader scope, aiming to cover all or a carefully selected 
group of states and to carry the inquiry down to the passing of general in- 
corporation laws in these jurisdictions. 

One large segment of the history subsequent to the passage of such laws is 
already nearing completion under the direction of Professor G. Heberton 
Evans, Jr., of the Johns Hopkins University—a study which he has been 
pursuing for some years with the collaboration of the National Bureau of 
Economic Research. This is primarily a study of secular and cyclical move- 




















Research in Economic History 65 





ments in the incorporation experience of the more important states. His re- 
sults will provide an invaluable quantitative framework by aid of which 
research may penetrate more deeply than hitherto into considerations of 
causal factors. 

One such investigation has now been launched by Professor Evans in 
co-operation with our Committee. This concerns the adaptation of American 
corporation law to changing economic and business needs. In some measure 
it will presumably be a study of the advantages and disadvantages in inter- 
state competition for incorporations and will provide a background for an 
evaluation of the recently agitated proposal for federal incorporation. 

Other subjects in the field of corporation history lie open for interested 
students, especially those who possess some training in corporation law as 
well as an understanding of economic principles. The internal organization 
of corporations seems at present unstable and there is need of historical in- 
quiries into such topics as the rising power of the controller and other 
executive officers, the changing position of the board of directors, or the 
progress in the separation of ownership from management. We need to 
know more of the evolution of financial instruments and of the effects which 
alternations of depression and prosperity have had upon so-called “banker 
control.” Finally—without by any means exhausting the list—we need en- 
lightenment on the mortality of corporations, together with research on the 
factors that make for their high death rate and those that tend to give 
longevity. Much indeed remains to be done in this difficult area. 


V 


Like the evolution of the corporation, the historical development of bank- 
ing in the United States provides a linkage between the two “major” areas of 
Committee interest. Banks have always been, for the most part, creatures 
of governmental action—and indeed are (except for private bankers) merely 
a special form of corporation; while they are also an important avenue of 
entrepreneurial action themselves and have noteworthy relations to entre- 
preneurship in all lines. For such reasons and because there exists no com- 
prehensive and interpretive treatise on American banking history, it has 
seemed logical and advantageous to set off this phase of the Committee’s 
activities as a separate area of research. 

To the Committee, banks appear as peculiarly important energizing ele- 
ments in the evolution of the American economy. Like transportation facil- 
ities or insurance companies, they have been enterprises for the provision of 
certain services to all commercial, agricultural, and industrial undertakings. 








66 Arthur H. Cole 





These services have been varied in character and have included at least the 
following important elements: (1) the furtherance of liquidity to private 
assets; (2) the selection of businessmen and business institutions and the 
extension of aid to them, whether in expanding their operations during 
periods of prosperity or in helping them to survive during times of economic 
distress ; (3) the tender of advice to merchants, manufacturers, and others 
by virtue of (a) the prominence of the bankers in most communities, and (b) 
the practice whereby bankers served upon boards of directors ; and (4) the 
provision of intercity or interregional connections in commercial, agricul- 
tural, and industrial life through the establishment and improvement of 
interbank relations. 

Inquiries into banking history, it seems, should center around a series of 
broad problems, and all research workers should be encouraged to search the 
data pertaining to their chosen fields of inquiry in the hopes that answers— 
even though sometimes only imperfect ones—can be provided to certain 
central questions. These questions concern themselves chiefly with the 
fundamental economic problems of the magnitude and distribution of real 
income over time. Banking may, accordingly, be most fruitfully studied in 
its bearing on the measure of resource utilization, on resource allocation, on 
the adaptation of technological or other innovations, and on its influence 
upon the subdivision of the income stream. In somewhat greater detail, typi- 
cal individual questions might be of the following sort : 


1. Were the banks (or was the banking system) of a given area and of a 
given time period effective as a stimulant to industrial and commercial ac- 
tivity in the development of national resources or the acceleration in such 
exploitation? 

2. Did they tend to bring about a more effective complement of the pro- 
ductive factors in a given area? Did they contribute toward a more even 
(though not necessarily more effective) geographical distribution of these 
factors? 

3. Did they render possible a greater general measure of employment ? 

4. Were the repercussions of business crises peculiarly light or severe 
upon a given area because of the particular banking structure or banking 
connections upon which that area had depended? Were the types of bank- 
investment opportunities available in that particular region an important 
conditioning element ? 

5. Did they, by their selection among potential borrowing customers, 
tend to create a higher degree of monopoly in local or regional business ? 
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Or did they, by making credit more available, tend to increase the degree of 
industrial and commercial competition ? 

6. Did they aid in the promotion of superior commercial and industrial 
practices among their customers, a higher standard of ethics, and the like? 
Did they give sage advice to their commercial and industrial clients in the 
efforts of the latter to meet oscillations of prosperity and depression or to 
meet changes in social and political thought ? 

7. Did their activities tend toward the creation of a greater degree of in- 
equality in incomes or in the possession of wealth? 

8. Was the banking system such as to permit monopolistic conditions 
within the business of banking itself, as, for example, through local or re- 
gional monopolies in the granting of credit ? 

9. Does banking history display a progression in techniques, through a 
correction of errors or an evolution in form and character of banking opera- 
tions ? What part has been played by public opinion or popular ideas about 
banking in the resistance to or insistence upon improvement? From what 
writings or utterances have changes in public opinion and popular concepts 
derived ? Who have been the leaders in putting such ideas or theories into 
practice? 

to. Why did governmental intervention in banking come so early and 
carry so far, relative to governmental action in other directions ? To what 
extent has governmental activity in promotion or regulation followed so- 
cially desirable paths: to what extent have governmental agencies seemed 
to understand banking functions, their relativity to economic conditions, 
and the role of banking in economic development? Has the banking policy 
of the governmental unit involved been wise under the given set of existent 
economic circumstances and the existent knowledge of banking and of gen- 
eral economic processes ? 

In the effort to discover satisfactory answers to questions such as these, a 
number of other, less general topics will fall into appropriate place: the 
borrowing of banking ideas and practices from Europe; the effort of legisla- 
tors to set up institutions of uniform character in different environments ; 
the rise of regional money markets (or a single national money market) and 
the relations of individual banks thereto; the changes in the types of com- 
mercial paper ; the development of centralization in banking ; the provision 
of hand-to-hand currency; the competition of cities or states in banking 
control of economic areas; the relation of American banks to English or 
Continental money markets; or the connections of American commercial 
banks with the investment banking business. 
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What should be sought for most consistently has seemed to the Committee 
to be a thorough understanding of private-bank operations and their poten- 
tialities for good or ill in the particular set of agricultural, industrial, and 
commercial circumstances, together with an appreciation of the purposes of 
government in its endeavors to alter the character or the functioning of these 
banking units. 

From the above effort to analyze the more fundamental questions relating 
to American banking history, it is obvious that a variety of individual proj- 
ects may be located within the proposed boundaries. Some of the subjects, to 
be sure, have already been covered by existing monographs, either in pub- 
lished form or lying buried in Ph.D. theses, or will be cared for in the studies 
of state legislation (already mentioned) which the Committee has itself 
sponsored. It may nevertheless be profitable to explore the different sorts of 
inquiry that seem worth while for the future. 

One type of inquiry that has hitherto failed to attract scholars in sufficient 
number is the history of a single banking institution and its effects upon the 
surrounding business and economic environment. If records for a conspicu- 
ous banking institution in a small or moderate-sized community are avail- 
able, research of this sort might prove uncommonly illuminating. 

Further examination of the careers of the first and second Banks of the 
United States, or of state banking systems, may prove fruitful in the light 
of the general questions which have been stated above. The Committee has 
been fortunate in strengthening the interest of Mr. James O. Wettereau of 
New York University in the completion of his long-time study of the first 
Bank of the United States—a project on which he had previously spent 
much energy and private funds over a decade or more of research. It is hoped 
that he may be able soon to finish field work and prepare for publication 
what will undoubtedly be a notable addition to our monographic studies in 
American banking. The Committee hopes likewise that Professor Walter B. 
Smith of Williams College—to whom it has made a small grant—will find 
opportunity similarly to windup an inquiry regarding the career of the sec- 
ond Bank of the United States, based on several years of investigation here 
and abroad. This study, it is expected, will provide the data and the inter- 
pretations of the economic and banking aspects of the second Bank’s ex- 
perience that are largely lacking in Catterall’s otherwise excellent volume. 
Thirdly, as a preliminary to a more realistic study of banking history, Mrs. 
Anna Jacobson Schwartz, under the general direction of Mr. Bray Ham- 
mond of the Federal Reserve Board’s staff, has been asked by the Committee 
to explore the statistical data pertaining to state banking in the pre-Civil 
War period. 
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Again, the experience of regulatory bodies, state and federal, seems to be 
a desirable subject for research, especially for the period before the Civil 
War and, with respect to state commissions, for the decades since the revival 
of banking under state charters. The office of Comptroller of the Currency 
has never been studied historically with the thoroughness that it deserves. 

Certain functional aspects of the whole banking problem would appear to 
provide topics of interest and value. There is, for example, the problem of 
special privileges, granted very early in our banking history, to stockholders 
and directors of banks—a subject that ties in closely with the Committee’s 
approved field of entrepreneurial development. There are later questions, 
such as the changing structural characteristics of American banking (in- 
cluding the triumph of unit banking, with its causes and consequences), or 
the effects of state (or federal) legislation upon bank investment policy. 

Finally, one may imagine cross-sectional studies—cross-sectional in time 
—such as “banking in the 1830’s” or “banking in the 1880’s,” which would 
examine thoroughly the organization and operation of all banking institu- 
tions as of a particular period in time, together with the prevailing public 
attitude toward governmental promotion or regulation, and the manifesta- 
tions of this attitude in law and in public offices created by law. Too com- 
monly, studies of banking experience are presented in the form of longi- 
tudinal strands, often paying little attention to the contemporary events in 
other banking areas, so that the student of economic history remains igno- 
rant of the total pattern at any time period or must patch together his own 
synthesis from data which are frequently not suited to the purpose. 


VI 


As already intimated, the opportunities for research specifically men- 
tioned or indirectly implied above are obviously too numerous and would 
occasion too heavy costs for the Committee to do more than dream about. 
Only a small portion can be contemplated with the funds at its disposal. 

In the selection of projects for support, it has tended to give special weight 
to the following factors or conditions : 

1. Desire of the prospective investigator. Even at the probable cost of a 
less well integrated group of studies than would flow from controlled re- 
search, the Committee has preferred to give financial aid to work already 
launched or eagerly sought by students rather than to set up a permanent 
staff or hire research done. Of course, the Committee has required that the 
subject of the contemplated inquiry should fall clearly within one of the 
fields which it has chosen for special investigation, that is, one of the areas 
described above. 
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2. The quality of the research student. The Committee has displayed a 
preference for reasonably mature scholars, and has voted definitely not to 
extend grants-in-aid to doctoral candidates. It is specially concerned with 
men and women who have recently secured their Ph.D. degrees, and those 
who have displayed in any manner their competence in independent or 
quasi-independent historical research. 

3. The possibility of collaboration. Projects in which co-operation with 
other groups and financial contributions from them have proved possible 
have been particularly welcomed by the Committee. In one case, the latter 
has matched funds provided by an educational institution and a historical 
society ; and it would welcome other opportunities. 

The research arrangements actually effected by the Committee have, in 
fact, been diverse in character. Limited amounts of money have been granted 
to cover travel costs or secretarial expenses to persons who were already 
well advanced in their particular investigations and who were carrying full- 
time teaching jobs. Sometimes the Committee has paid the salary of a part- 
time or summer-school substitute whose presence at a given college or uni- 
versity would release a research person proportionately. Occasionally we 
have contributed directly a part of a teacher’s salary when, at the Commit- 
tee’s instance, he had secured release from some portion of his primary 
obligations. Again, the Committee has merely paid the salary of a research 
assistant. The details obviously have been varied. 

Now the Committee has begun to look forward to the postwar period. 
Some of its members are inclined to be fearful of the effects that the war or 
the peace—by giving added weight or importance to other fields of knowl- 
edge or collegiate instruction—may have upon research and teaching in 
economic history. Such was the consequence of the First World War. 

However, an eventuality of this character would merely add a new 
urgency to the purposes that led to the creation of this Committee on Re- 
search. Whatever the nature of the contemporary conditions, the latter will 
in the postwar years be seeking in every way practicable the extension of 
research and writing in the area of economic history, and especially the 
attraction of promising young scholars to this field. (Writing can be specifi- 
cally encouraged by the permission to the Committee that it may use its 
funds for the publication of the results of inquiries sponsored by it and, in 
fact, results of inquiries which were well advanced before they came to its 
attention—provided, of course, that the latter cover topics which it would 
have chosen under its self-imposed delimitations of research interest and 
provided also that they reach desirable scientific standards.) 
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The Committee is contemplating a conference in the early postwar period 
on the model of the Problems and Policy summer gatherings convened at 
Hanover by the Social Science Research Council a decade or more ago. This 
conference might include directors of research in economic history at the 
larger colleges and universities of the country, might extend over the greater 
part or the whole of a week, and might be devoted to a semi-planned and 
semispontaneous discussion of objectives and methods in economic-history 
research. Quite naturally the scope of discussion need have no relation to the 
particular areas of research selected by the Committee for its own activities ; 
sessions might be devoted severally to ancient, medieval, modern European, 
American, or other economic history, depending upon the interests of the in- 
dividuals who were able and inclined to attend. A special grant of the 
Council might be sought to cover the costs of such a meeting. 

We are also wondering whether interest among young scholars in our 
broad field of study might not be advantageously stimulated through the 
establishment of a few post-doctoral fellowships, open to recipients of the 
Ph.D. degree who have specialized in economic history and have manifested 
notable promise. Possibly special funds could be secured for this project also 
over some such trial period as five years. 

The Committee is even more courageous. It is pondering the desirability 
of sponsoring temporary institutes (or something of that nature) at research 
centers, devoted to the study of the fields of its research program : one on the 
relations of government to American economic development, one on Ameri- 
can entrepreneurial history, and so on. A director of research at such a center 
might be willing or interested to act as general supervisor ; he might have 
two or three graduate students working in particular phases of the chosen 
subject ; one or two of the post-doctoral fellows reading or writing in this 
field might be induced to locate there ; and, with assistance which the direc- 
tor could secure from some of his colleagues in the social sciences, a group 
would be formed around a common area of exploration and the work of all be 
deepened and accelerated by the contribution of each. Discussions with uni- 
versity authorities respecting the practicability of particular arrangements 
of this sort have been started. 

In brief, the program of the Committee has been formulated to give the 
most aid where it will presumptively do the most good. It seeks to attract 
capable young scholars to this badly neglected discipline ; it aims to assist 
scholars already at work by means that will fit their individual needs; it 
purposes to distribute its limited funds—which indeed seem especially 


“limited” when the manifold dark areas of economic history are contem- 
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plated—as broadly and impartially as the co-operation of students and re- 
search directors and the dictates of scholarly work permit. 

The Committee has been entrusted with a commission on behalf of the 
present and—to some extent—the future economic historians of the coun- 
try; and it will endeavor to carry out that commission to the best of its 
ability, without bias of preconceived hypotheses and with favor toward 
none. It bespeaks the aid of scholars everywhere, whether they be in univer- 
sities or in private business, connected with foundations, labor unions, trade 
associations, or working alone. It needs counsel, collaboration, and funds if 
it is to carry through the important parts of its formulated plans, and 
if thereby a more permanent and larger place may be encouraged for re- 
search and writing in every branch of economic history. 


= 
Harvard University ArtTHuR H. Cote 
October 5, 1943 Chairman, Committee on Research 
in Economic History 
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The Theory and Practice of Central Banking, 1797-1913. By E. Victor Morgan. 
[Cambridge Studies in Economic History.] Cambridge: At the University 
Press; New York: The Macmillan Company, 1943. Pp. xi, 252. $3.50. 


If the postwar world is to see the re-establishment of an international mone- 
tary standard, it is important that we learn all that we can about the nineteenth- 
century international standard—not only what it really was, but also what con- 
tempories thought it was. In some important respects we may want to break 
away from older ideas on money; and one way to loosen their hold is to analyze 
them and see from what surroundings they arose. The use of this method makes 
Mr. Morgan’s book timely despite its historical character. Along with his dis- 
cussion of the policies of the Bank of England, Mr. Morgan traces with skill the 
leading economic developments, such as gold movements, trade fluctuations, and 
changes in banking organization, which form the background of the policies. 
In separate chapters he reviews the contemporary theories of central banking 
and of money and the foreign exchanges in general. 

Of the chapters on contemporary theory, the first two deal with the literature 
of the Restriction Period and that of the controversy leading up to the passage of 
the Bank Charter Act of 1844; while a third chapter takes up the ideas of the 
second half of the nineteenth century, and is concerned mainly with the relation 
between money and prices and the proper place of the Bank of England in the 
credit structure. The Restriction Period, the author believes, contributed sur- 
prisingly little to monetary theory. For the most part it gave forth merely a 
restatement of views which had long been understood. The two most original 
contributions, both by Henry Thornton, were the suggestion that Bank rate 
might be used for the regulation of discounts and the idea that, quite apart from 
changes in the currency, there was a tendency toward an equality of imports and 
exports because of an adaptation of expenditure to individual incomes—the in- 
come theory of international equilibrium. The Bullion Committee, however, did 
render a real service, Mr. Morgan believes, by applying the monetary theory of 
their time to the working of a central bank. 

In Mr. Morgan’s opinion, monetary theory reached a lower plane during the 
quarter century following Resumption. It was concerned less with general prin- 
ciples and more with administrative details; for example, with how the Bank was 
to regulate its issues so as to insure convertibility. But was it not precisely 
through a more careful examination of procedure that progress in theory was to 
be made, that is, if we mean by theory a set of operational concepts? Surely it 
was an important advance to learn that the Bank must look to the state of the 
money market as its immediate criterion of control instead of gauging its action 
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by the actual amount of the circulating medium, as so many of its critics insisted 
that it should do. It is true that not all those concerned with the management of 
the Bank learned this lesson during the second quarter of the century; but some 
did, and their opinion finally prevailed. 

During the latter half of the century, Mr. Morgan points out, monetary 
writers were interested chiefly in the relation between the gold supply and 
prices, and gave comparatively little attention to the technical problems of 
central banking. But their explanations of the mechanism by which price 
changes were brought about were not entirely convincing. In the first place, they 
neglected the importance of effective demand, which, though it might be stimu- 
lated by monetary factors, might also be affected by such non-monetary forces 
as changes in technique or shifts in business sentiment. The influence of the 
Quantity Theory was to exaggerate the importance of money as an initiating 
factor. Secondly, contemporary theorists were equivocal regarding their theory 
of interest. They attempted to compromise between the view that interest was 
the marginal return to capital and the view that it was the “price of money.” 
The profits of capital (it was supposed) determined secular changes in both 
short-term and long-term rates; monetary causes produced temporary devia- 
tions, at least in the case of short rates, from the normal trend. “It is in these 
temporary fluctuations that most economists sought the connection between 
money and prices, but if one regards the rate of interest as not primarily a mone- 
tary phenomenon, this view is not very convincing ....” 

Concerning the history of central-banking procedure, perhaps the most inter- 
esting point raised by Mr. Morgan is to what extent the Bank of England had a 
firm control over the money market. He takes the view that even during the 
fifties control was weakening, and that by the seventies the problem had become 
acute. The main points of his argument may be summarized as follows. First, 
the Bank was obtaining a diminishing proportion of the total discounts in the 
market. Secondly, the commercial banks allowed their reserve proportions to 
decline. and depended to a greater extent for liquidity upon call money and dis- 
counts. When confronted with a reduction of their cash, they might simply de- 
cide to get along with a smaller reserve ratio and strengthen their secondary 
reserves at the expense of other loans. Thirdly, in reducing bankers’ cash, the 
Bank of England was limited by tradition to selling securities or borrowing on 
stock. Not only were such operations highly expensive, but they had to be 
carried quite far in order to be effective. 

It is difficult to see why the proportion of total discounts held by the Bank 
should of itself have any special significance. So long as the Bank could deter- 
mine the conditions under which the other banks had to adjust their reserves, 
it could force up the market rate regardless of the character of its earning assets. 
But I believe Mr. Morgan intends to rest his case mainly on the second and third 
points, and so we should turn to them. 











Reviews of Books 75 





If the Bank of England had followed a plan of setting the reserves of the other 
banks at some predetermined figure, the variations in conventional require- 
ments—or the absence of any real convention on the matter—would indeed 
have been a factor making for instability. But the Bank did not try to determine 
the actual level of the reserves of the other banks, and it had no means of doing 
so. Through the mechanism of forcing various classes of borrowers to go to the 
Bank of England, the banks took such amounts as they saw fit. At no time down 
to 1913 were the total private securities of the Bank unmanageably small in 
relation to total bankers’ cash. Whether the banks, therefore, chose to adjust 
their reserve proportions at 8 per cent or 15 per cent, the terms of the Bank had 
to be met. The fact that Bank rate was not “effective’’ merely meant that the 
Bank was providing accommodation through various other channels on terms 
that were sufficiently attractive to make it unnecessary to discount eligible bills 
at the public rate. (To some borrowers, the rate paid might be below the official 
discount rate. To others it might be higher; but that would not matter if the 
Bank was still the cheapest source of money so far as they were concerned.) 
The question was simply what procedure the Bank chose to use in permitting 
the other banks to adjust their reserves. Naturally there was a limit to which 
the Bank was willing to see its total earning assets reduced in favor of gold. But, 
as Mr. Morgan himself points out, when the reserve was quite large, the directors 
did not object to low market rates. 

With regard to the international aspects of monetary policy, Mr. Morgan 
points out that there was some beginning in co-operation among central banks. 
While direct assistance was sometimes given by one central bank to another 
during a crisis, this is not the point that he would stress. The central banks were 
learning that they must sometimes allow their reserves to be reduced in favor of 
other central banks, and that to try to prevent it by competitive advances in 
rates merely brought on general contraction and trade depression throughout 
the gold-standard world. Had it not been for the chaotic monetary conditions 
produced by the First World War, international monetary co-operation, he 
believes, might soon have developed beyond the rudimentary stage. 

Though I have expressed disagreement with Mr. Morgan’s views on some 
points, I have read his book with pleasure and I think it is a real contribution 
to the study of this period. Also it is written with a beautiful clarity that writers 
on money might well emulate. 


University of Missouri ELMER Woop 
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The Dynamics of Business: An Analysis of Trends, Cycles, and Time Relation- 
ships in American Economic Activity Since 1700 and Their Bearing Upon 
Government and Business Policy. By Norman J. Silberling. New York: 
McGraw-Hill Book Company, 1943. Pp. x, 759. $5.00. 


The late Mr. Silberling spent a lifetime exploring the dynamics of business by 
historical and statistical methods. His studies led him to believe that there were 
certain predictable trends and cyclical movements that business leaders should 
understand. He hoped that the short-term variations from the general trend 
could be minimized through proper planning by business companies. In this, his 
last book, he attempted to focus all his accumulated knowledge of American 
business fluctuations upon the problems of governmental and business policy. 
The historian will be disappointed to find that, in spite of the promise of the 
subtitle, the analysis of policy is not carried back of 1918. Granted this limited 
purpose, the book follows a logical pattern: first, discussing and illustrating the 
fluctuations of various economic series over long periods; secondly, discussing 
in some detail the financial operation of the economy since 1918; and, thirdly, 
advising government and business regarding the future in the light of past 
dynamics. 

Although much of the discussion is excellent, the work as a whole does not 
hang together. It is three books bound in one, and the critical reader may feel 
that any one of the parts would have benefited had Mr. Silberling given it his 
entire attention, and not tried to combine it with the two other sections. Again, 
very good passages lose some of their effectiveness when followed'by carelessly 
constructed pages that seem to have been thrown in for the sake of covering all 
angles of American economic history. 

It would have been better, for example, had he not attempted to run any of 
the series back to 1700. As Smith and Cole observe in starting their analysis 
of business fluctuations at 1790: “We begin at the point when, after a lapse in 
the Revolutionary and early post-Revolutionary periods, newspapers again 
commenced to present regular tabulations of prices current, and when also 
regular data on other phases of business can be secured.” Only three basic series, 
of the dozens used by Mr. Silberling, run back to 1700, in any case, and these 
three are not reliable for his purposes. Changes in agricultural production in the 
eighteenth century are assumed to parallel changes in population, but these 
latter cannot be accurately estimated. Curves showing changes in business 
activity are based upon the well-kept British record of trade with the colonies, 
but this cannot altogether represent internal conditions in America, particularly 
in the years after 1754. The methods used in handling these and other basic 
statistics seem sound, to the layman, but the economic historian may wish that 
in so big a book there could have been included the actual series from which the 
ratio curves were constructed. 
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In attempting to reach so far into the past, Mr. Silberling enters periods of 
American history with which he is apparently not very familiar. Federal spend- 
ing for internal improvements was not in practice a part of the “policies of 
Jefferson and Gallatin” (p. 217). The Cumberland Road was a special excep- 
tion. Neither is it true that “during most of the Colonial period, banks served 
mainly as facilities for making advances required by merchants” (p. 242). Prior 
to 1781 only two or three banks had been projected in the colonies, and none of 
these lasted for more than a few years. 

From 1800 on, the ratio series are valuable, and bring together a great deal 
of useful knowledge regarding the interaction of economic forces. It is interesting 
to note, for example, how closely the combined series for changes in the volume 
of construction and in that of financing new transportation facilities parallel 
changes in the general business index. According to Silberling’s charts, fluctua- 
tions run from cycles in transportation and construction to cycles in general 
industry and trade; or, in other words, the charts support the “production 
goods” theories of the business cycle. 

The middle section of the book is much the strongest. Here Mr. Silberling 
writes a penetrating account of the financial happenings of the last twenty-five 
years. He is at his best in discussing banking which he holds largely responsible 
for the rise of excessive bonded indebtedness in the 1920’s. He maintains that 
bank policy is more important in relation to interest rates than are fluctuations 
in the desire to save. “Saving,” he says, “takes place, not in response to the 
going rate of interest or other conditions in what may be termed the capital 
market; rather, it proceeds systematically, almost unconsciously, motivated by 
social traditions of long standing, and the innate tendency of all intelligent indi- 
viduals to provide for the future” (p. 385). While he is opposed to Keynes, 
Hansen, and the New Deal thinking in general, Mr. Silberling is by no means 
an uncompromising conservative. Many of his solutions may seem almost radi- 
cal to the businessman. He favors, for example, a national resources planning 
board and governmentally financed long-range public works such as the Tennes- 
see Valley development. What he condemns is “the mere exploiting of construc- 
tion and fiscal deficits to redistribute wealth.” 

In the last section of the book, discussing means for lessening the impact of 
the business cycle in the future, the author becomes involved in a basic dilemma. 
His whole approach is premised upon the continuous and predictable nature of 
the cyclical movement. Yet if business companies should arrest the final up- 
swing of a boom by practicing the restraints upon inventory purchasing and 
construction expenditures that he recommends, would they not come to the con- 
clusion, as some did in 1928, that the cycle had now been brought under control? 
And if business believes this to be true, then it seems to itself to be no longer at 
the top of a boom, but simply on a new plateau of prosperity where further ex- 
pansion appears quite safe. This happened, to some degree, in 1838-39, 1855- 
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57, 1891-93, and in 1927-29. The foregoing is not intended to deny that some 
of Mr. Silberling’s precautions might not lead to less exaggerated cycles, more 
like those of Great Britain, than the extreme ones that this country has experi- 
enced in the past. On the other hand, there is the danger that too much caution 
in regard to business upswings may lead to a condition of planned scarcity or 
stabilized depression. Enterprise and progress thrive upon risk and languish in 
security. And, in regard to his cures for later stages in the cycle, it does not seem 
certain that large business reserves would automatically lead to an early renewal 
of investment in case of a depression. A company must be assured of future 
profits before risking its accumulated assets, and it was this assurance that was 
lacking in depression years like 1841, 1875, 1894, 1921, or 1931. 

Taken as a whole, if one may so judge this triple-barreled encyclopedia of 
economic knowledge, the book will be a great aid to teachers and students of 
economic history. To such businessmen as may take the time to read it, the book 
will be highly educational. But it is unfortunate that a work basically so sound 
and so important should be somewhat confused by its author’s desire to write 
too much in one book. 


New York University Tuomas C. CocHRAN 


Monetary Reform Movements. By Joseph E. Reeve. Washington: American 
Council on Public Affairs, 1943. Pp. xiv, 404. Cloth, $3.75; paper, $3.25. 


As Jacob Coxey observed sadly on his eighty-first birthday, after a lifetime 
devoted to battering at the tenets of monetary orthodoxy, “Money seems to be 
the most difficult problem to make the average person understand.” It is around 
this theme that Mr. Reeve has written his book. The subject is monetary re- 
formers, primarily those who sought to bring the true light to the attention of 
the public during the trying times of the 1930’s. This large and diverse group, 
varying all the way from respectable academic economists to the most extreme 
of the “army of heretics and cranks,” presents a fertile field for discussion and 
investigation, and Mr. Reeve on the whole has done a good job. By no means the 
least of the book’s virtues is the light-handed touch that the author has managed 
to give to a considerable portion of the material, and although judicious elimina- 
tion of a good many relatively unimportant names and suggestions for reform 
would have been advantageous, the account is for the most part very readable— 
a virtue unfortunately somewhat uncommon among the writings of professional 
economists. 

About a third of the volume is a running history of the efforts of the monetary 
reformers during the decade following the stock-market break in October, 1929. 
It touches on public sentiment underlying reform movements and on the new 
ideas that were brought forward, but it deals mainly with the actions of the 
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leaders among the monetary reformers and their efforts to convince the general 
public, Congress, and the Administration of the truth of their “heretical” doc- 
trines. As Mr. Reeve puts it, “Monetary reform is distinctly a depression in- 
dustry,” and he has had no trouble in arraying a goodly batch of would-be fixers. 

The second part of the volume deals in more detail with three of the most 
prominent monetary reformers: Father Coughlin, Senator Elmer Thomas, and 
Professor Irving Fisher. These three preceptors and their doctrines—all to some 
extent eclectic—represent in a general way the major characteristics of the 
reformers and their arguments during the decade, ranging from the fiery, emo- 
tional, often incoherent blasts of Father Coughlin, through the more tempered 
political activities of Senator Thomas, to the careful and scholarly, if sometimes 
oversimplified, analysis of Professor Fisher. Interestingly enough, Mr. Reeve 
suspects that all in all Professor Fisher, through his tireless work on behalf of 
monetary stabilization, has had the greatest (indirect) influence of any of the 
three. But one is likely to be impressed, in reading through Mr. Reeve’s account, 
by the scarcity of professional economists in the ranks of the reformers and by 
the late stage at which most economists began to jump on the band wagon of 
expansionary monetary and fiscal action. Father Coughlin swayed millions with 
the assertion that “1 to 24 to 12 (gold to currency to credit) is the formula of 
sound money, just the same as H;O in chemistry is the formula for pure water.” 
Few economists could provide such a neat and “scientific” prescription for all 
our economic ailments. Is there a way for the trained social scientist to put forth 
his wares so they will be used by society? Certainly the way is not by withdraw- 
ing again to the academic cloisters. As Mr. Reeve’s account indirectly suggests, 
the problem of bringing our talents directly to bear on public policy may be both 
the most important and the most difficult of all problems that economists face 
today and will face in the future. 

The third part of the book, occupying about half of its pages, contains the 
author’s own critical analyses of the various schemes which were put forward 
under the banner of monetary reform. These range from the expansion of legal- 
tender currency through fiscal inflation, the silver movement, alteration of the 
traditional gold standard, and expansion via the banking system, to a miscel- 
laneous group of expansion proposals including taxes on hoarding, stamp scrip, 
various types of commodity money, and lastly the outright abolition of money. 

I suspect that most readers among economic historians will find parts one and 
two of the book of greatest interest. This is not to disparage the well-balanced 
and careful analysis to which Mr. Reeve exposes the various monetary reform 
proposals in the last half of the book, but much of this latter area, especially 
on such matters as public works and borrowing from the banks, has been covered 
many times before, while nowhere else that I know of is there available a careful 
summary of the sort presented in the first two parts of this book. This is history 
of a very special sort, neither truly economic nor truly political. It deals as much 
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with the question of how our laws relating to economic policy are in fact formu- 
lated as with any purely economic subjects or ideas. As such it is a valuable case 
study for the student in political science as well as for the economist. The devi- 
ous route by which pump priming and expansionary fiscal policy were first rolled 
into the political arena to the horror of the more orthodox brethren and finally 
emerged, at the end of the decade, virtually standard textbook economics, 
if by no means popular gospel, makes interesting reading for anyone who cares 
to look briefly backward. One might wish again, however, that Mr. Reeve had 
spared us a good many of the lesser names and devoted somewhat more time to 
the development of public sentiment on the issues discussed by the monetary 
reformers. If recent history is any guide, the study of monetary and fiscal eco- 
nomics may soon have to be given over to the study of economic pressure groups; 
to what extent such pressure groups generally lead, or are led by, their “leaders” 
may well be a question of vital importance for future national policy. 

At times I suspect that Mr. Reeve’s comments are overly tempered toward 
the more wild-eyed proposals which he treats. On the other hand, his discussions 
of the more “respectable” suggestions, such as public-works schemes, seem to me 
to be judicious and carefully balanced, although substantial condensation could 
have brought the major issues into sharper focus. 

Two last observations may be made. Apparently reformers have given little 
careful attention to proposals to stimulate directly the rate of monetary turn- 
over in depressions. Great as the practical difficulties in this sphere may be, I 
suspect that more thought and study here would have been a more fruitful use 
of some economists’ time than the vast amount of effort devoted to controversy 
over the more orthodox proposals. It is interesting to observe also that not until 
very recently, when the real danger is inflation rather than deflation, have re- 
formers given much attention to the most efficient of all methods of increasing 
the money supply, the direct sale of government securities to the Federal Re- 
serve Banks. Probably this reflects mainly the great popular overemphasis on 
“cash money” as distinct from credit, in spite of the much greater magnitude of 
the latter. I wonder, however, if it may not also reflect a peculiar hesitance on 
the part even of the monetary reformers to cast down from their high places 
in the temple the sacred idols of banking tradition. 


Washington, D.C. G. L. Bacu 


French Mercantilism, 1683-1700. By Charles Woolsey Cole. New York: Co- 
lumbia University Press, 1943. Pp. viii, 354. $4.25. 


In a discussion of American scholarship, J. Franklin Jameson once remarked 
that it had been hoped, originally, that the dissertation for the doctorate would 
be but the preface to further investigations and to the scholarly development of 
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a field of knowledge. Mr. Cole is one of the not too numerous American Ph.D.’s 
whose work has justified that hope. From his first study, French Mercantilist 
Doctrines before Colbert, has stemmed a sequence of substantial and excellent 
contributions in one general field. This latest book is a continuation of his no- 
table volumes on Colbert and a Century of French Mercantilism. Until now, the 
economic aspects of the period 1683 to 1700 have been singularly neglected. 
This is to be explained, partly, by the overwhelming nature of Colbert’s en- 
deavors in the period immediately preceding and the attention naturally focused 
on such a conspicuous subject and, partly, by the impressive political and mili- 
tary events that dominated the Europe of these years. It is now evident, how- 
ever, that the economic trend of these decades was of importance in itself, and 
of much significance in the conditioning of economic history down to our own 
time. This has been emphasized and stimulatingly postulated by Mr. Cole in his 
final chapter on “Speculations and Hypotheses.” He illustrates the meaning of 
the “whole view” of history—an integration of social, political, military, and 
other elements with the economic, and the essential continuity of society’s ways 
of life. He links the seventeenth-century economic trends with the problems that 
still confront us in the fifth decade of the twentieth century. 

As in the case of his Colbert, much “new material not to be found gathered 
together in any book or not available in English” is herein presented, making 
the work a compendium as well as an interpretation of a really great amount of 
data upon late seventeenth-century economic history. It is grouped under the 
headings: Commerce and Colonies; Colonies, Commerce, and the Navy; Indus- 
try and Industrial Regulation; Internal Problems and Policies; Attacks on 
Mercantilism. (Incidentally, I regret that, in apparent accord with the current 
vexatious and time-wasting publishing practice, the notes and references to the 
text have been placed at the end of the volume. Why should scholarship con- 
tinue indefinitely to be conditioned by sales resistance? ) Colbert’s mercantilist 
policy was continued, though without much zeal, between 1683 and 1700, but 
the control over commerce was divided, and influences of religious persecution, 
war, and famine were depressingly effective. It is interesting to note that the 
conventional views about the lack of success of the French East India Company 
are not sustained by new evidence (p. 53). The company “does not seem to have 
been badly mismanaged,” and “it is not clear that less royal control” would 
have led to greater prosperity. Unusually clear, with helpful definitions of trade 
and commodity terms, is the description of the fur trade and its importance. The 
brief passage referring to the two “enigmatic Frenchmen, Radisson and Groseil- 
liers” (p. 62) was probably sent to press just too soon to have the benefit of 
Grace L. Nute’s admirable and illuminating study, Caesars of the Wilderness 
(1943). 

The weakening of monopolies and privileges is one of the most relevant trends, 
and a marked sign that the times were changing; accompanied by increasing 
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attacks on mercantilism, it shows one of the beginnings of the transition to the 
modern economic scene. Among the hitherto somewhat neglected evidence of 
these attacks are the mémoires presented by the deputies to the reconstituted 
Conseil du Commerce of 1700. To these mémoires and the thought behind them, 
Cole devotes well-merited attention, and from them cites several unpublished 
portions. The mémoires constitute an unusually challenging and apparently 
representative expression of bourgeois opinion—symptoms, it would appear, of 
that elusive but potent “rise of the bourgeoisie.”’ Considerable contemporaneous 
importance may have indeed been attached to them, in view of the number of 
manuscript copies that have been turned up in various collections. In addition 
to those mentioned by Cole (note 2 to chap. v, p. 327), there is an unusually 
complete set in MSS Fr #8038 of the Bibliothéque Nationale, bound under the 
somewhat misleading title, Mémoires présentés 4 M. le duc d’Orléans, régent 
(1715), and several also appear in a collection (MSS #4177 G 47) of the Andrew 
D. White Library at Cornell. (For a critical examination of some of these col- 
lections, cf. Cain, Revue d’histoire moderne et contemporaine, XVIII, 1913, 
5-20.) 

Both text and appendices contain many useful data on industrial production 
and the regulation of distribution. Fragmentary and disparate as some of the 
figures may be, they are all that are available, and they are more conveniently 
and compactly presented here than anywhere else in print. In its organization 
and clarity, this volume is superior to anything previously published in its 
general field and adds a gratifying increase to our knowledge of the seventeenth 
century. 


Amherst College LAWRENCE B. PACKARD 


Business as a System of Power. By Robert A. Brady. New York: Columbia 
University Press, 1943. Pp. xx, 340. $3.00. 


Mr. Brady takes as his area of interest the organization of economic power in 
the important capitalistic countries of the world and the economic, social, and 
political policies of the organized business interests. Of particular interest to 
the economic historian are the chapters in Parts I and II describing the evolu- 
tion of trade associations, cartels, and “peak associations” in the field of manu- 
facturing. Historical developments are first traced in Germany, Italy, Japan, 
and Vichy France—countries which are now organized on a totalitarian basis. 
The complicated structure of manufacturing associations controlled by the rela- 
tively few men who are entrenched as the managers of the giant corporations is 
described in considerable detail, with attention to the peculiarities of national 
institutions, social backgrounds, and political characteristics which have con- 
ditioned the membership, functions, and policies of the “peak association” in 
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each country. An analysis of the relation of the monopolistically organized busi- 
ness regimes to labor and government is an important part of the study. In the 
totalitarian bloc, the evolution has culminated in a fusion of the economic, 
political, and military bureaucracies and the creation of corporate states bent 
on the abolition of trade unions and the complete destruction of democratic 
institutions. 

Mr. Brady finds a parallel economic development in the liberal-capitalist 
countries of Great Britain and the United States. In a chapter entitled “Britain’s 
‘Feudalistic System of Cartel Controls,’ ” he sketches the growth, largely during 
and after the First World War, of cartel-like trade associations in the basic in- 
dustries and their union in the Federation of British Industries. This central 
association, governed by a small group of leading industrialists who are bound 
together by numerous family and institutional interconnections, dominates 
British industry and exercises great influence in the formulation of governmen- 
tal policy. The situation on this side of the Atlantic is treated under the heading 
“The American Way: ‘Business Self-Regimentation.’ ”’ Corporate concentra- 
tion, separation of ownership and control in the modern large company, and a 
growth of monopolistically minded trade associations form the background for 
the history of the organization and policies of the National Association of Man- 
ufacturers. Here also he finds that the “peak association” has been dominated 
increasingly by a small number of insiders affiliated with the big industrial cor- 
porations. Its program has embraced opposition to the trade-union movement 
and to the enactment of liberal-social legislation of the New Deal variety. 

The concluding section of the book considers the policies of organized busi- 
ness. Important elements in its economic program have been protection against 
foreign competition, protection against too much competition among enter- 
prisers at home, protection against the business cycle and analogous hazards, 
and protection against labor unions or other interests that seek a larger share of 
the national income. In the sphere of social policies, Mr. Brady finds an effort 
to maintain a stratified social system and harmonious labor and public relations. 
Leadership on social questions is sought by the self-styled benevolent “trustees” 
of business enterprise. To effect these policies, business associations undertake 
to educate the public through advertising and other means of propaganda and to 
exert pressure upon government through political channels. Such policies have 
been contributing factors to the unpleasant experiences of the totalitarian coun- 
tries and there is danger of like consequences in the democratic countries. Mr. 
Brady concludes his study by saying: “Within Germany, Italy, Japan, and 
France these bodies made the critical decisions without which the final destruc- 
tion of democracy could not have taken place. Is it possible that the lesson will 
be learned elsewhere before it is too late?” 

What should be done in Great Britain and the United States to combat the 
threats to competitive individualism and political democracy? Mr. Brady makes 
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no attempt to answer this question; he confines himself to the elaboration of his 
thesis that business concentration is a prime factor favoring totalitarianism. 
Whether or not his thesis is true can be ascertained only with the passing of time. 
Perhaps the case is somewhat overstated, at least with respect to the American 
scene. There are still important segments in the American economy that are not 
closely organized and in which something approaching pure competition obtains. 
Moreover, consideration seems not to have been given to such offsetting factors 
as the fairly prompt abandonment of the badly conceived NRA experiment, the 
active enforcement of the antitrust laws by the present administration, the rise 
of a vigorous labor movement, and the slow but steady growth of consumer 
co-operation. We do not know, of course, how the organization of industry for 
the war effort and the relation of industry and government in the war and post- 
war periods will affect the whole picture. But whatever the final turn of events, 
Mr. Brady has rendered a real service in calling our attention to potential devel- 
opments in America and thereby emphasizing the importance of efforts to 
preserve our democratic institutions. 


Darimouth College Mar TIN L. LINDAHL 


In Defense of the West: A Political and Economic Study. By Herbert von Beck- 
erath. Durham: Duke University Press, 1942. Pp. xiii, 297. $3.50. 


Mr. Beckerath presents a reasoned defense of the capitalist system as he con- 
ceives it. But unlike other defenses by economists, which argue from the internal 
workings of economic life, Beckerath’s defense is built upon a broad cultural 
foundation, taking into account-ethical, social, and political trends. By this 
approach Beckerath proves himself a disciple of the historical school, albeit a 
remote and philosophical one. That would seem all to the good. For much of the 
aridity of economic reasoning probably has its roots in the dubious scientific pre- 
tense of generalizing upon quantitative relationships that rest upon largely 
hypothetical assumptions. 

In keeping with his essentially conservative intentions, Beckerath takes a 
markedly conservative line. A Liberal in the British nineteenth-century sense of 
the word, he shares many of the views of such writers as Macaulay and other 
critics of democracy. He repeatedly cites Sorokin with high approval, whose 
anti-progressive general notions of “the crisis of our age” are too well known to 
require comment. But it is significant that Beckerath fully associates himself 
with these notions when he declares that “Western history is coming to an end,” 
and again that “the failing power of the concepts and beliefs of an epoch gone by 
and the still confused struggle for new ideals, for the time being deprives the 
secular process of all orientation and co-ordination.” Sorokin may be right. But 
I do not see how he provides much of a defense of the West and its capitalism. 
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For what is Sorokin’s sensate culture but precisely the way of life of this 
capitalism? 

Another constituent of Beckerath’s views is his belief in the idea of an elite, 
especially in the sense in which Pareto employed and developed the term. Both 
explicitly and implicitly Pareto’s conception of an elite is antidemocratic and 
anti-progressive. Of the idea of popular government, Pareto wrote that it was 
silly: “poppy-cock grinds no flour.” There is here in Beckerath also no confi- 
dence or belief in the common man, no readiness to concede the greater adequacy 
of collective judgment in matters of common concern. It is, therefore, not sur- 
prising that other undemocratic voices, such as those of Alexis Carrel and 
Donoso Cortes (the Catholic reactionary), are adduced to provide some of the 
“fundamental concepts of civilization.” Aristocracy is discussed in terms which 
spiritualize the brute realities of the rule of the few by stressing the moral 
authority of the “true aristocrat.” Beckerath knows of course that “the quality 
of aristocracy is not dependent upon being born into a privileged social group.” 
But he tends to neglect the patent fact that such a spiritual aristocracy is an 
“Gnvisible church” and that all real aristocracies are in effect oligarchies resting 
upon military might, wealth, or the subtler weapons of priestcraft. 

In spite of these leanings toward authoritarian politics, Beckerath inclines to 
speak of all activities of government in the economic sphere as “interference.” 
In summary, he feels that “a clear and not too extensive limitation of the fields 
and activities of public enterprise, moderate taxation and public borrowing, 
which in their modalities do not penalize the productive and especially the pio- 
neering use of capital, are prerequisites of a well-functioning private capitalistic 
system.” Shades of Carlyle’s excited call for “a real Aristocracy, a real priest- 
hood,” without which “Europe cannot continue to exist”! And who are they, 
“The Leaders of Industry”? (See my The New Belief in the Common Man, 
chap. viii.) In short, spiritual despair is made the handmaiden of those who 
would glorify the wielders of actual power. 

There are, of course, many acute insights offered in this thoughtful book. 
Besides, it is well and persuasively written. There can be no doubt that the 
author feels deeply the spiritual confusion of our time and the uncertainties of 
a world made materially one by technology, while torn by conflicting values, 
standards, and beliefs. But this provides all the more reason to protest against 
his particular way of meeting the crisis of our generation. It cannot be a question 
of turning from our industrial civilization to some new form of authoritarian 
“belief,” or some “ideology.” Rather is it a matter of mastering the material 
technology through the extension of old and the invention of new forms of co- 
operative enterprise. The possibilities of collective action are far from having 
been exhausted, be it in the domestic or in the international field. The nineteenth- 
century enthusiasts for socialism, communism, and the rest made the error of 
accepting the premises of their opponents and of believing that only through 
imposition by the “state” could such extension of co-operative enterprise be 
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achieved. Out of this error arose the totalitarian approaches. The latter may yet 
become the ultima Thule, the last best hope of earth. But what is forging ahead 
in the English-speaking countries, in Scandinavia and Switzerland, in Czecho- 
slovakia and China, what was on the march in free Germany before her own and 
the western reactionaries smashed it, is an alternative to both totalitarianism 
and to what has been. It is an extension of democracy and is premised on the 
proposition that the cure for the shortcomings of democracy is more democracy. 

In his concluding section, Beckerath adumbrates economic, moral, and politi- 
cal reconstruction. He sees, as one might expect in the light of his analysis, the 
key to reconstruction in the moral sphere. He is critical of the democratic, as 
well as of the totalitarian, morality. “The weak morality and the false morality 
both deny the supreme necessity of the present hour, ethical solidarity, not only 
among families and professional groups and in nations, but in humanity.” Just 
what this ethical solidarity might consist in is not made clear, however, and in 
view of the diversity of world religions, its realization appears more than doubt- 
ful. How can this ethical solidarity be brought about? “History shows that great 
spiritual revivals and the revitalization of civilization always come from the 
efforts of a few men in whom the tendencies of the time crystallize and take 
shape ....” Whether history “shows” any such thing may seem more than 
doubtful, but it can unquestionably be thus interpreted. At any rate, Beckerath 
believes that economic and political reconstruction can hope to succeed only 
when rooted in such a spiritual revival. 

The author does not produce a detailed program for either economic or politi- 
cal reconstruction, although he expresses himself with conviction on a variety of 
issues. He believes in internationalism, but considers world government utopian. 
He suggests a Continental balance of power as an instrument for maintaining 
peace, yet agrees that the balance in the past has brought war. He wants a 
European Federation, but does not seem to believe it possible without the tute- 
lage of Britain, the United States, and the U.S.S.R. Beckerath believes in capi- 
talism,. yet seems to have great doubts concerning its viability. 

As a whole this book contains the confession from a troubled mind that the 
prospects for the future are bleak, but not hopeless. It is the book of a moderate 
man looking at a chaotic world. You cannot help respecting the range and bal- 
ance of his mind even where you fundamentally disagree. But what Beckerath 
has written hardly adds up to a very strong “Defense of the West.” May I sug- 
gest instead the title: “Capitalism in Spite of Everything”? 


Harvard University Cart J. FRIEDRICH 
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The Economic Development of the Netherlands Indies. By Jan O. M. Broek. 
[Inquiry Series.] New York: Institute of Pacific Relations, 1942. Pp. xv, 172. 
$2.00. 


The Structure of Netherlands Indian Economy. By J. H. Boeke. [International 
Research Series.] New York: Institute of Pacific Relations, 1942. Pp. v, 201. 


$2.00. 


The Dutch have been drawing the East Indies deeper and deeper into world 
economy since the seventeenth century. Since approximately 1870, however, the 
demand of western industrialization for raw materials has exerted an irresistible 
pressure upon village self-sufficiency, upon domestic economy, and upon the 
intermittent and casual labor habits of primitive peoples. With each decade the 
East Indies have become more sensitively and sometimes most cruelly subject to 
crises in world economy. These two books are both on the subject of the Nether- 
lands East Indies and yet are different. Mr. Broek’s study is in the main a com- 
mentary on the most important statistical information concerning the Nether- 
lands colonial empire in the East. The many tables give facts and figures not 
readily available to the ordinary reader. Although the author cannot refrain 
occasionally from stepping aside and commenting patriotically on some of the 
virtues of Dutch imperialism, he has produced an efficient guidebook to his sub- 
ject. The fourth chapter on “Indies Commodities and the World Market” and 
the seventh chapter on “The Foreign Trade of the Indies” are the most valuable 
chapters for a reading public that has suddenly become vividly and indeed pain- 
fully conscious of the essential role of the East Indies in world trade. The damag- 
ing effect of the great depression and the present war upon European investment 
and upon the intimate life of the natives is plainly revealed by several statistical 
tables. 

Perhaps because he is a geographer and not a historian, Mr. Broek fails to 
point out explicitly the paradox that is implicit in all his tables—the contradic- 
tion between the Netherlands as a small, neutral, defenseless European nation, 
and the Netherlands as a world colonial power. In the years just before the war 
the best customers of the Netherlands Empire were Japan, the United States, 
and the other great powers. This meant that the Netherlands were neutral and 
isolationist at home and yet widely exposed to the forces of world politics. Even 
more impossibly than the other minor neutrals of Europe the Netherlands tried 
to walk a tightrope between Germany and Great Britain, between Japan and 
the United States, between the have and the have-not powers. In the postwar 
settlement a leading problem will be the adjustment of the helplessness of the 
Netherlands and the economic importance of its empire. 

To the close student of colonial and imperial questions, Mr. J. H. Boeke’s 
study is a find. The “blurb” on the dust cover that The Structure of Netherlands 
Indian Economy is a “challenging and profound analysis of Oriental colonial 
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society and economic life” is, for once, not an idle claim. Where Mr. Broek 
deals with the place of the Indies in world economy, Mr. Boeke deals with the 
place of world economy in the Indies. The Structure of Netherlands Indian 
Economy is much the superior in originality, in depth of insight and genuine 
intimacy with its subject. Students of colonial and imperial problems in Africa 
or Asia will be quick to recognize the helpful quality of this book, which is too 
short for so valuable a theme. There would be less nonsense written about im- 
perialism in general if the textbook writers who are sharpening their pencils for 
the postwar market would read it and ponder it well. 

The basic problem of the Netherlands East Indies and, indeed, of other colo- 
nial areas in Asia and Africa is not the simple fact of the domination of a native 
who is in his homeland by a white man who is not. The superficiality of the con- 
ventional antithesis between rulers and ruled, or between the exploited and the 
exploiter, is fully revealed in Mr. Boeke’s study, which shows the exceeding com- 
plexity of the things that happen when western, capitalistic, urban, and individ- 
ualistic influences play upon an eastern, noncapitalistic, rural, and communal 
society. One result, widely ignored by historians and journalists, is the develop- 
ment of western principles and methods among the natives themselves, many of 
whom actually become members of western society in thought, word, and deed. 
This thesis, developed in chapter after chapter, makes complete nonsense of the 
popular idea that the solution of the imperial problem is the political emancipa- 
tion of the colonial territories. White men can be withdrawn, but the effects of 
their presence can not. The real meaning of imperialism is the growth of a cash 
economy in the daily life of native peoples, their painful exposure to world price 
fluctuations, the subjection of their villages to the open market of buying and 
selling, the pressure of debt, the unsettlement of self-sufficiency, and the over- 
powering necessity to make and to grow things for sale in a cash market. 


Cornell University C. W. DE KIEWIET 


The English Yeoman under Elizabeth and the Early Stuarts. By Mildred Camp- 
bell. New Haven: Yale University Press, 1942. Pp. xiii, 453. $3.75. 


In her agreeable and informative book, Miss Campbell, beginning with the 
contemporary recognition of “degree, priority, and place,” shows us yeomen 
acquiring land, by purchase and lease, for its profits rather than for its product; 
yeomen engaging in industry and trade; yeomen’s homes and households; yeo- 
men’s schooling; their social life; yeomen as public servants of the county and 
parish; and at the end she attempts to estimate a distinctive yeomanry set of 
values. She has not only supplied us with thumbnail sketches of individuals, but 
she has created a solid composite to which, she almost persuades us, the label 
“English Yeoman” can properly be attached. One is almost ready to grant that 
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there is such an aggregate of economic and social characteristics differing from 
those labeled “husbandman” or “gentleman.” A doubt does recur how far this 
general differentiation of the degree of yeoman can be pressed: whether yeoman 
mores, for example, can be set apart—even recognizing the blurred edges— 
from those of the social degrees which from above and below so closely bor- 
dered on the yeoman. 

But Miss Campbell has courageously tried to define and describe what con- 
stituted the class which in a sense became synonymous with the word “English.” 
Whether or not one would go all the way with her in considering various attri- 
butes as “yeoman” is less important than her success in achieving a vivid per- 
ception of the vast, sturdy, independent, shrewd, and enterprising middle class 
of Elizabethan and Stuart England. The reader is made aware of the diversity 
of its members’ interests and activities, of the social and economic connections 
among their overlapping ranks and between town and country life, of the lively 
pushing and elbowing that went on in this ambitious and aggressive crowd which 
yet as individuals so often preserved a strict sense of place and personal dignity. 
The range of material which she has consulted displays not merely diligence but 
imagination; one is inclined to say that hardly a stone can have been left un- 
turned, so great is the variety of local archives, court records, contemporary 
literature, and secondary sources from which she has drawn. 

This extensive collection of information, it might be supposed, would have 
exhausted for the time being the study of the yeoman class. But, as a pioneer in 
the scope of her attack, Miss Campbell has perforce left almost untouched the 
highly important subject of the processes by which a social class accomplished 
its advance under the impact of the tremendous price revolution. This still re- 
mains a fruitful field to cultivate, requiring critical discrimination and precise 
analysis (quantitative where possible) in place of Miss Campbell’s descriptive 
comprehensiveness. There would be great value in careful periodization and 
geographical discrimination. Along the way, sidelights could be thrown on re- 
lated developments: for example, the interplay between “land hunger” (as Miss 
Campbell entitles a chapter) and the growth of private capital and investment, 
with the institutions and professions servicing the use of credit. She refers sev- 
eral times in a general way to the yeomen’s command of credit, but leaves her- 
self no opportunity to ask questions about it. 

A few instances will illustrate the matter of periodization. In discussing the 
yeomen’s “land hunger,” Miss Campbell classifies land purchases by price 
groups for transactions from 1570 to 1640. But to give such figures full signifi- 
cance in years of a marked upward price trend, it is necessary to dissect them in 
sufficient detail to show (1) how the cases are regionally distributed (since the 
influence of the price trend on land values was far from uniform) ; (2) how many 
of the cases in the lower price groups belong to the earlier years; (3) how 
many individuals are involved in a given number of transactions. Again, by 
tabulating the frequency of different lengths of leases for the period 1560-1650 
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as a whole, she obscures considerations of trend, and here too, as in discussing 
tenures and enclosures, quantitative and regional treatment could be pushed 
further. The geographical pattern of copyhold and freehold offers one approach 
to the problem of identifying where and in what groups in the early seventeenth 
century there was the greater flexibility. 

One chapter particularly, “A Living and a Profit,” will leave the economic 
historian with important unanswered questions. In the first place he will observe 
that no substantial data are given on prices of agricultural produce or on costs. 
Actual wages paid are not quoted; instead, wage rates are provided from a few 
published and unpublished county wage assessments, without reference to the 
probably frequent lack of correspondence between the assessed and the actual 
wages. Moreover, the nature of the connections between farming and industry 
or trade would be very well worth a thorough inquiry, by locality and craft. 
The prosecution, for example, in Charles I’s reign, of Norfolk yeomen of the 
small country centers for setting up as linen and woolen drapers is indicative of 
the extension of local marketing mechanisms. And in the cloth industry each 
region had its own variant of putting-out organization, with accompanying 
differences in the degree of dependence on their land of the home-working crafts- 
men and in the status they enjoyed. On this topic, Miss Campbell has space only 
for some random illustrations of yeomen farmer tradesmen or craftsmen. 

It is unfortunate that any one of the relatively few searchers of manuscript 
quarter-sessions records should speak casually of the rolls or minutes in any 
county as “filled with charges” against engrossers “for various years in the reigns 
of James and Charles,” without noting exact numbers. The frequency of prose- 
cutions against middlemen varied considerably from year to year and from place 
to place, and their occurrence is one of the clues, none of which is too slight to 
disregard, to the timing and location of agricultural shortages and trade 
dislocations. 

One of the pitfalls in covering a very large subject is that of hasty generaliza- 
tion from a few scattered cases. Miss Campbell has not avoided it altogether, 
succumbing to the danger most obviously perhaps in her treatment of the yeo- 
men’s participation in local government. Too sweeping a statement is made 
about jury service by yeomen, another about their habitual service as petty 
constables. The numerous evidences of local variations of status in the local 
government offices are insufficiently emphasized. Interesting problems in regard 
to the relation of local tenures to social classes in public service, to the social 
status of the unpaid public servants, to law enforcement in different periods and 
counties, and to the trends in their social and economic status are not suggested 
in Miss Campbell’s pages. 

Lastly, a study purporting to depict the yeoman in the round should carry out 
its announced intention of showing “wherein the picture [in contemporary 
literature] grows less rosy in the face of facts and figures drawn from the actual 
records.” The facts and figures which she adduces are insufficient, and the seamy 
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side of yeomanry is permitted to stay in limbo. More important, no attention is 
paid to the recruitment of the yeoman class from below. Miss Campbell’s enthu- 
siasm for the hero of her story tends to make her forget the “less rosy picture.” 

But when all is said, grateful appreciation must be expressed to Miss Camp- 
bell for her industry, her zeal, her wide range of sources, and her wealth of illus- 
trative incident aptly chosen. Her book should quicken the interest of younger 
students in the abundant quarries that the war’s close will once more open, and 
her own work will stand as a most useful repertory. 


Pasadena, California MarcareT Gay DAVIES 


The Wisconsin Pine Lands of Cornell University. A Study in Land Policy and 
Absentee Ownership. By Paul Wallace Gates. Ithaca: Cornell University 
Press, 1943. Pp. ix, 265. $3.50. 


This by-product of Mr. Gates’s projected work on the disposal of the public 
domain is an important contribution to our better understanding of the Agricul- 
tural-College Act of 1862, of the lumber industry in the Great Lakes area, of a 
significant episode in land speculation, and of the early history of Cornell 
University. 

One of the features of the Agricultural-College Act, which occasioned western 
opposition at the time when the measure was under consideration, was that pro- 
viding for the issue of scrip to the landless states. This scrip, it was asserted, 
would largely find its way, at bargain prices, into the hands of speculators. By 
entering it in the landed states, speculators would continue the evil of engrossing 
the land, a practice completely at variance with the homestead principle adopted 
in the same year. As Mr. Gates makes clear, the worst fears of the western foes 
of the measure were all too often realized. Many of the states not only played 
into the hands of speculators and brokers, by dumping the scrip on the market, 
but so depressed the price of the scrip that they obtained very meager endow- 
ments for their agricultural colleges. 

The state of New York provided a notable exception to this improvident pro- 
cedure. As the most populous member of the Union, the Empire State received 
land scrip for approximately one million acres, of which the recently chartered 
Cornell University became the beneficiary. But for the lively interest of Ezra 
Cornell, his state and his university might have fared no better from the scrip 
than had other states. He agreed, however, to purchase most of the scrip, to enter 
the lands, and to manage them until they could be sold to the advantage of the 
university. 

The major theme of Mr. Gates’s monograph is the story of how Ezra Cornell, 
armed with the scrip, entered half a million acres of pine land in northern Wis- 
consin and, thereby, began one of the outstandingly successful land speculations 
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in our history. In spite of the hazards attending such speculation by amateurs, 
the constant threat of extortionate taxation, the natural hostility of local govern- 
mental authorities to absentee ownership, and the opposition of other corporate 
interests, his hopes were not disappointed. By virtue of the increasing demand 
for pine lumber and of the shrewd judgment of some of Cornell’s associates in 
the selection and management of the lands, this investment ultimately netted a 
clear profit of five million dollars for the Cornell endowment fund. 

But this volume is more than an account of a land-jobbing incident. It casts 
much light generally upon land policy in Wisconsin and in particular upon the 
timber industry, which Mr. Gates believes to be typical of lumbering in the other 
Great Lake states. The work is done with all the accustomed thoroughness of the 
author, who has made effective use of the Cornell manuscripts, the records of 
the General Land Office, local newspapers and manuscript collections, and the 
deed records of numerous Wisconsin counties. 

Here, as elsewhere, Mr. Gates has shown how we failed to realize the Jeffer- 
sonian ideal of a “nation of landowners” based on a “democratically functioning 
land system.” But, in his enthusiasm for that ideal, he sometimes is too dogmatic 
in assessing the results of our failure to attain it. Thus the statement (footnote, 
p. 23) that the causes of the Granger, Greenback, and Populist movements “may 
be traced to the breakdown of the democratic land system” requires very sub- 
stantial qualification in order to be even approximately accurate. He appears to 
condemn speculators in farm lands for retarding the settlement and development 
of Wisconsin. Yet conspicuous among such speculators were the land-grant rail- 
ways; and one of the stock criticisms of these railways, a criticism which Mr. 
Gates has himself made in this JouRNAL (Vol. III, p. 90), is that they induced a 
too rapid settlement of the country; that they thought more in terms of growth 
than of stability in land settlement. Evidently the speculator was always wrong! 


Brown University JaMEs B. HEDGES 


The Age of Enterprise. A Social History of Industrial America. By Thomas C. 
Cochran and William Miller. New York: The Macmillan Company, 1942. 


Pp. x, 394. $3.50. 


In their own words the authors of The Age of Enterprise sought to tell “the 
story of business enterprise itself, the story of its institutions and their impact 
upon American society,” to “synthesize what has already been learned, to try 
to chart the course of our history from a business point of view, to try also, by 
the mistakes that will be made, by the omissions, exaggerations, and oversimpli- 
fications that will occur, to indicate where the most profitable investigations 
might immediately be undertaken.” Through classifying commercial farming as 
business, and correctly so, they enlarge the scope of their inquiry to encompass 
almost the entire economic life of the United States. 
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The book is chiefly concerned with economic developments in the United 
States after 1865. The authors limit themselves to the period from 1800 to 1933, 
the years in which they think “we have been primarily a business people, and 
business has been most important in our lives.” Actually, one hundred and 
eighteen pages (five chapters) suffice to cover the period from 1800 to 1865. 

Although economic topics occupy the major interest of the authors, many 
other items are brought into the narrative. Transportation, manufacturing, com- 
merce, labor, commercial agriculture, and banking share space with panics, de- 
pressions, and slum conditions. Several chapters deal with the impact of business 
upon government, one with “The Philosophy of Industrial Progress,” and one 
with “Industry and the City.” 

As the authors feared, certain omissions and oversimplifications will un- 
doubtedly be noted by the fraternity of economic historians. Much more could 
have been said about the merchant, the leading type of businessman prior to 
1860. Brief biographies of leading entrepreneurs are omitted; Herbert Spencer 
receives more attention than any business leader. Analysis of the struggle among 
competitors in the same field of business, manufacturing of automobiles for 
example, is negligible. The wide divergence of interest among different types of 
- business entrepreneurs, such as that between steel manufacturers and importers 
of steel rails, is little more than touched. A balanced evaluation of the contribu- 
tion of business to the improved well-being of the American people is lacking, 
though the follies of business leaders and their abuse of power are accorded at 
least all the space they deserve. 

Some readers of this well-written volume may not agree with the foregoing 
criticisms; others may wonder if the authors did not become confused between 
the implications of their subtitle and the purposes set forth in their introductory 
remarks. 


Wheaton College R. W. Hipy 
Massachusetts 


History of Macy’s of New York, 1858-1919. By Ralph M. Hower. [Harvard 
Studies in Business History, VII.] Cambridge: Harvard University Pvess, 
1943. Pp. xxvii, 500. $3.75. 


Upon first examination this book seems to set a new high standard among 
histories of retail institutions. Its wealth of factual and statistical material and 
its formidable documentation give evidence of laborious research and careful 
compilation. It is well organized, except that the abrupt ending at 1919 gives 
the work a curiously truncated appearance. Barring a few excursions into the 
realm of colorful writing, the style is sober but readable. 

Because of these substantial merits and the obviously sincere intentions of 
the author, the casual reader may accept the work as an objective and impartial 
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history. Critical readers who are intimately acquainted with the retail situation 
in New York—and especially those who are connected with Macy’s competi- 
tors—will receive a wholly different impression. Beneath all the factual material, 
with its scholarly equipment of index symbols and its fifty-eight pages of notes, 
they will detect the same partisanship and bias that have marred most histories 
of this kind. 

Some excuse may be offered for the “official” historian or biographer who 
attempts to glorify the achievements of his hero and gloss over the less creditable 
episodes in his career. Usually he is only an amateur historian and is apt to 
depend too much upon his own personal knowledge or the fallible recollections 
of interested parties. The terms of his employment tend to make him a special 
pleader rather than a fact finder. 

These extenuations cannot be offered for the work of a professional historian 
who has complete independence, financially and otherwise. Mr. Hower has 
already proved the adequacy of his scholarship by his previous History of an 
Advertising Agency. In that work his admitted lack of knowledge of the back- 
ground of the field did not operate as a serious handicap; in many ways it was 
an advantage. Perhaps his present failure to preserve impartiality of judgment 
(which the editor says he attempted) was due to other causes than lack of 
knowledge of the highly competitive retail situation in New York which forms 
the background of his study. At any rate, he has assumed the role of advocate 
rather than chronicler. Although he displays justifiable skepticism of some 
accepted “legends of the trade,” he stretches other forms of evidence to the very 
limit to support his theories. Even Edward Hungerford in his earlier history of 
Macy’s, The Romance of a Great Store, never strained so hard to inflate Rowland 
Macy’s claims to greatness. 

One regrettable feature of this exaggeration of Mr. Macy’s contributions 
to the history of retailing is that it involves a persistent attempt to belittle 
John Wanamaker and his biographers. There are at least thirty-one references 
to Wanamaker and his stores in the book and they are almost never complimen- 
tary. Some of these contain merely prejudicial words; for example, “John 
Wanamaker’s pretentious establishment at 9th Street” (p. 286). Others are 
openly derogatory. Thus we find: “It would never have occurred to him 
[R. H. Macy] to exploit his own views and achievements as John Wanamaker 
was to do twenty years later” (p. 59). “Macy was. ... less narrowly righteous 
than John Wanamaker” (p. 122). “John Wanamaker, before he became ‘his- 
torically minded’ and began to award to himself credit for all innovations, 
publicly testified that Macy was the earliest to have a department store” 
(p. 145). “John Wanamaker . .. . after 15 years of amicable dealings, chose to 
reinterpret the agreement to his own pecuniary advantage, forcing the Strauses 
to carry action to the State supreme court before they could obtain full settle- 
ment” (p. 221). Wanamaker is accused of imitating Macy in opening a piano 
department (p. 236), although this was a brief experiment for Macy, but a 








Reviews of Books 95 





permanent addition for Wanamaker. The footnotes contain even more definite 
charges of imitation and of lack of veracity. For example, “Other merchants 
had long anticipated Wanamaker’s so-called innovations. I have yet to find a 
single instance in which a Wanamaker ‘first’ can be substantiated for the period 
before 1900. His genius lay in dramatizing the commonplace.” Perhaps some 
deflation of John Wanamaker’s reputation was needed, but it would have been 
more appropriate to do it elsewhere and with less animus. 

The recorded facts of Rowland Macy’s own career hardly justify the conclu- 
sion that he was a great pioneer and innovator. Surely his idea of underselling 
competitors was neither original nor bright. Before and after the failure of his 
“cheap store” in Haverhill, other American cities have been the scene of business 
suicides by merchants who attempted this policy. And his failure proved that his 
claim to buy and sell for cash only was a false claim. The sample specimens of 
his early advertising in Haverhill and New York do not seem to substantiate 
Mr. Hower’s opinion that “in the light of contemporary practice Macy copy 
stood far ahead of the rest.” 

His dry-goods store in New York did branch out into other lines of goods 
earlier than most of its competitors, and probably diversified its lines further and 
faster than most. How much of this was due to the pioneering spirit, how much 
to imitation, and how much to economic pressure are matters for conjecture. 
Certainly the influence of a falling price level after the Civil War was far greater 
than would be indicated by the store’s publicity or other documentary evidence. 

As for imitation, Mr. Hungerford, in his earlier history written more than 
twenty years ago, declares that Macy on his trips to Paris had admired the Bon 
Marché and that he imitated its features in his own store. As a specific example, 
he mentions that the short-lived experiment of dressing Macy’s clerks in uni- 
forms was borrowed from “his beloved Bon Marché.” Mr. Hower goes to great 
lengths in his attempt to discredit the so-called legend that the department-store 
idea originated in Paris, and was adopted by American stores later. This in- 
volves considerable hairsplitting in the definition of a department store, and in 
deciding how many and what additional departments a dry-goods store must 
have before it can be regarded as a “full-fledged” department store. Much space 
could have been saved by deciding that the department store began when it 
adopted the name, “department store.” This would also dispose of Wanamaker, 
who never called his store a department store. 

In explaining the expansion of Macy’s into new lines, some curious contradic- 
tions appear. On page 150, Mr. Hower says, “Macy’s store was able to expand 
into many lines because its owner was willing to plow back a good portion of the 
profits.” But on page 127, we are told of the irritation of his partners because of 
“the fact that Macy drew the profits out of the business as fast as they were 
made.” And on page 110 appears the estimate that “during the eight years be- 
fore his death Macy withdrew from the business approximately $40,000 annu- 
ally, most of which he invested in securities.” Other bits of evidence here and 
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there tend to picture Rowland Macy as a shrewd opportunist rather than a great 
pioneer merchant with faith in his own enterprise. 

The later chapters dealing with the Straus management are more satisfactory, 
although in his accounts of the various controversies that arose, Mr. Hower 
appears as an advocate rather than as judge or reporter. The “other side of the 
case” is either slighted or disparaged. Thus the explanation of Robert S. Smith 
that he bought the corner property at Thirty-fourth Street and Broadway for 
$375,000 with the intention of moving his store there is dismissed as unworthy 
of credence. If the author had stopped at that point, all would have been well. 
But he attempts to prove the explanation false by the following estimate: ‘At 
the price, Smith would have had to do a retail business of about $2,000,000 to 
cover his rent, a volume which would require the efforts of at least 200 employees 
working with the highest efficiency” (p. 468). The basis for this estimate is not 
indicated, but unless Smith operated on a much lower profit margin than Macy, 
we could by similar reasoning reach the conclusion that when the Strauses in- 
vested $4,800,000 in the Thirty-fourth Street property they could not have 
wanted it for a store. For on the same basis, they would have needed to do a 
retail business of about $25,000,000 to cover their rent. Actually, as the table 
on page 328 shows, Macy’s volume was never, from 1902 to 1914, as high as 
even $18,000,000 in any one year and yet they not only covered the rent but 
made a profit. 

The treatment of the problems of price in Chapter XIII leaves much to be 
desired, especially relative to the controversy between Macy’s and the book 
publishers. It is questionable whether any publisher whose best seller was used 
as a “loss leader” would agree to the statement: “In effect, therefore, the pub- 
lisher was trying to compel Macy’s to take a larger profit than the Strauses 
thought necessary or desirable” (p. 354). Two specific instances of cut-price 
books are cited in the effort to show that the profit margins were not out of line 
with Macy’s average. To complete the picture, cases should have been cited of 
popular books that were sold below cost or at margins far below the average for 
the whole store or even the book department. Obviously the claim to undersell 
all competitors is inconsistent with uniform price margins, and equally obviously 
the below-average items must be counterbalanced by above-average items. A 
breakdown of the average profit margin would have thrown considerable light 
upon Macy’s price policies. 

It is unfortunate that the history ends with 1919. Much of the progress of the 
store to the position of greatness it now occupies has occurred since that time. 
Much of it is due to policies that are far removed from the price-cutting tactics 
of earlier days, and because some of these policies—for example, the precautions 
taken to insure accuracy in the advertising representations regarding merchan- 
dise—had their origin before 1919, they deserve more emphasis than they re- 
ceive here. Perhaps this and other genuinely constructive steps will be adequately 
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treated in the later volume. It is to be hoped that Mr. Hower, if he is to write it, 
will have a better perspective of the New York retail situation as a whole, and 
will restrain his partisan zeal. Or is it too much to expect that a historian can 
trace the career of a retail institution without becoming its apologist? 


New York University G. B. Hotcuxiss 


Shorter Reviews 


The Pullman Strike: the Story of a Unique Experiment and of a Great Labor Upheaval. 
By Almont Lindsey. Chicago: The University of Chicago Press, 1942. Pp. xi, 385. $3.75. 


It is relatively easy for students of the American labor movement to place the great strike 
of 1894 in its appropriate relation to certain broad questions of public policy: a landmark in 
the use of the injunction in labor disputes, an early effort to invoke the Sherman Act against 
union activities, a classic instance of the use of federal troops in an industrial conflict. It does 
no harm, however, to be reminded that at least at the outset the strike was the Pullman strike, 
with roots extending back into the previous history of the Pullman Palace Car Company and 
the “model town.” Without neglecting the broader issues, Mr. Lindsey also calls attention to 
these more specific questions and weaves them into the general picture. 

Early chapters of the book deal with George M. Pullman, his character, his company, and 
his model town. Uncompromising paternalism was the basis upon which the affairs of the 
town were conducted. Unlike the beneficiaries of certain other paternalistic schemes, the 
inhabitants of Pullman were expected not only to take it and like it, but to pay for it as well. 
The resentment aroused by the interference with personal liberties and by the “businesslike” 
manner in which charges for rents and services were levied came to a head during the adverse 
economic circumstances of 1894. Against the advice of officials of the American Railway 
Union, who realized that conditions were inauspicious for a successful effort, the Pullman 
employees went on strike and thereby precipitated a struggle that was to spread throughout 
a large part of the country. 

Once the American Railway Union was fully drawn into the strike, the direct concerns of 
the residents of Pullman receded into the background. To be sure, George Pullman’s adamant 
refusal to arbitrate croppea up occasionally when issues relating to the strike were aired. 
But, by and large, the issues that came to the front were so broad and so full of emotional 
content that the particular spark which had set off the struggle tended to be forgotten. 

The conflict became, among other things, a fight to the death between the American Rail- 
way Union and the General Managers’ Association. It became the occasion for acrimonious 
disputes among state officials, particularly Governor Altgeld, and the federal government, 
particularly Attorney General Olney, over the respective prerogatives and duties of the vari- 
ous agencies in the preservation of order and the prevention of violence. It became a proving 
ground for testing the effectiveness of the injunction in labor disputes. It provided the press 
of the nation with an occasion for expounding, in no uncertain terms, the prevailing philoso- 
phies of the day, most of which reflected the concern and the interests of the propertied 
groups. After the victory had been decided on these broader fronts, defeat for the Pullman 
employees was inevitable and unobtrusive. 

Industrial conflict has played an important role in our economic development, and our 
knowledge of its causes and effects is far from perfect. Objective studies of particular struggles, 
in which the many forces at work are brought into focus, are highly desirable. Mr. Lindsey’s 
book provides an interesting and illuminating study in this field. 


Massachusetts Institute of Technology Dovuctass V. BROWN 
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The First Century and a Quarter of American Coal Industry. By Howard N. Eavenson. 
Pittsburgh: Howard N. Eavenson, 1942. Pp. xiv, 7o1. 


For fully a century coal has been basic in American industrial growth. The mining of coal 
is one of the oldest and most important branches of heavy industry. Its development has been 
closely linked with the rise of powerful monopolies as well as with some of the worst excesses 
of competition that this country has known. Coal mining bears the unfortunate distinction of 
being the first and, in many respects, the most difficult problem child of American industry, 
presenting during the past half century a record of chaos and decline that can hardly be 
matched in other areas of the industrial scene. Yet for all its importance, the American coal 
industry has been not only neglected but almost ignored by our economic historians. A work 
that makes a substantial contribution to this field is welcome indeed. 

Mr. Eavenson’s study is less a history (in the current academic use of the term) than a 
compendium of information concerning the coal industry. It bears closer resemblance to 
Taylor’s Statistics of Coal than to Nef’s Rise of the British Coal Industry. It has been written 
by a distinguished mining engineer with a lifetime of experience in the bituminous industry, 
who has for some years devoted much time to extensive and careful research in the history of 
coal mining in the United States. The resulting volume covers the period from the earliest 
beginnings to 1885 and is divided into two major parts, the first descriptive, the second statis- _ 
tical. The arrangement in Part I is strictly chronological and geographical. Each state in which 
coal mining is carried on is taken up in turn and the growth of the industry is traced from the 
first discoveries. Attention is given principally to the dates and occasions of the opening of 
particular fields, mines, and seams, the provision of transport facilities, the character and 
location of the market, and the expansion of production. Virginia as the pioneer mining colony 
and state is given six chapters; Pennsylvania an equal number; Maryland, West Virginia, 
Kentucky, Indiana, Ohio, Illinois, and Texas (two pages), a chapter each. The remaining coal 
states are disposed of more briefly, grouped three or four to a chapter. This part also contains 
chapters on weights and measures, coal in the Revolution, coal prices, “railroad and canal 
history” (with excellent maps relating transport lines to coal fields) , and coke. There is a brief 
chapter devoted to British Columbia and Nova Scotia. Despite Mr. Eavenson’s profession, 
disappointingly little attention is given to technology and mining methods, although some 
information on these subjects is contained in the early descriptions of mines which, fortu- 
nately, are frequently quoted at some length. A chapter devoted to “Labor Conditions and 
Mining Methods” is two and one-half pages long. 

Part II, “Production Tables,” comprises nearly one third of the volume. Here is brought 
together much the most impressive and complete body of statistics of coal production to be 
found. Tables have been prepared for the country as a whole, for each of the coal-mining 
states, for some of the major coal fields and for the principal coal counties in Pennsylvania. 
There are tables and graphs showing shipments by rail and by river, receipts at certain cities, 
movements of coal in the colonies, receipts at colonial ports, and exports and imports for the 
country during the national period. Census data prior to 1880 are very meager and Mr. 
Eavenson has had to ferret out his material from a wide variety of sources; he has supple- 
mented this with his own estimates. An appendix contains a table of coal production in the 
United States, 1863-65, as shown in the reports of the Commissioner of Internal Revenue. 

Altogether this book represents a vast amount of painstaking research in a wide and varied 
body of materials: manuscripts in the major depositories of this country and England, news- 
papers, government and corporation reports, geological surveys, local histories, works of 
travel and description, and many others. The published works alone (excluding newspapers) 
run to more than 1,200 items. Professional historians are greatly in Mr. Eavenson’s debt. 


The American University Louis C. HuNTER 
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Theodore Roosevelt and Labor in New York State, 1880-1900. By Howard L. Hurwitz. 
New York: Columbia University Press, 1943. Pp. 316. $3.75. 


To some extent before, and especially since, the depression, the political and personal 
character of Theodore Roosevelt has been under stern scrutiny. The result was a considerable 
retouching of his self-portrait as a great and true friend of the little man. Mr. Hurwitz’s 
dissertation, scholarly as it is in purpose and tone, continues the retouching. 

The two upening chapters provide the best available survey of the relation of industrial 
and labor problems in New York during the decades. Then, with sound scholarship and 
hardheaded thinking, Mr. Hurwitz takes the truculent maverick through his period as 
assemblyman, as mayoralty candidate in 1886 (the campaign made spectacular by Henry 
George), as police commissioner, and as governor. A less penetrating chapter describes 
Roosevelt’s general attitude toward class relationships, and an unnecessary summary closes 
the book. 

Mr. Hurwitz finds the earlier Roosevelt somewhat friendly to organized labor and some- 
what helpful to its program. But Roosevelt’s sympathies toward labor were sharply limited, 
and New York union leaders put him down as no real friend. He considered most of these 
leaders personally obnoxious, was annoyed by organized labor pressure, fought some of the 
legislation that unions needed most, and displayed a trigger quickness to use the police or 
troops during strikes. Mr. Hurwitz, whose sympathies with labor are plain, concludes that 
Roosevelt had not “reached the point where he was willing to accept organized labor as a 
bargaining power with rights equal to those of employers and government” (p. 297). 

This useful book, the first detailed study of its subject, is open to only one major challenge. 
Roosevelt is presented as a “middle class” mind, and his conservatism is associated with that 
of business America. Perhaps the social attitudes of the aristocratic Roosevelt were part of 
an American patrician tradition which has never been entirely at home in the grapple-and- 
grab of industrialism. If a lusty contempt for “vulgar plutocracy” (to use a Rooseveltian 
phrase) encouraged patricians to be social reformers, an equally strong distrust of “the mob” 
limited their reform attitudes and activities. Roosevelt on labor may well be another facet of 
Roosevelt the patrician reformer. 


Princeton University Eric F. GoLpDMAN 


The Primrose League, 1883-1906. By Janet Henderson Robb. New York: Columbia Univer- 
sity Press, 1942. Pp. 258. $3.25. 


The histories of modern Britain say much about the effects of the enfranchisement of the 
working class on party politics; but their story is chiefly of the rise of the Labour Party. Little 
has been written about the organization of the two older parties during recent times and 
virtually nothing about their competition for the vote of the new electorates after 1867 and 
1884. Miss Robb is the first to offer a detailed picture of the machinery developed for this 
purpose by one of the parties. 

The Primrose League was and is an organ of the Conservative Party. It was founded in 
1883 through the efforts of a small aggressive group of party extremists, of whom Lord 
Randolph Churchill, father of Winston Churchill, was leader. These men saw the need for 
more effectively organizing the party among all classes and wisely judged that they must 
devise novel methods to catch public interest. Accordingly they linked the League with the 
memory of Disraeli, hero of nineteenth-century Conservatism. The simple woodland prim- 
rose, said to be Disraeli’s favorite flower, became the symbol of the League. Of this associa- 
tion of man and flower, W. S. Blunt once said: “It seemed to me too entirely comical that the 
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aristocracy of England should be allowing themselves to be persuaded to worship, after his 
death, the old Jew statesman under the form of a primrose.” 

The creators of the League, faced with a novel task in British politics, turned to Masonic 
and other semisecret benevolent societies for ideas regarding the details of organization. Locai 
groups became “Habitations,” and the national meeting, the “Grand Habitation” ; well-to-do 
members were called Knights and Dames, while common folk were Associates and child 
members were Buds. The League had its own newspaper and sponsored an elaborate program, 
national and local, of speechmaking and entertainment. The magic-lantern show, the negro 
minstrel, and the hypnotist and juggler all came to the aid of the party. “Vulgar,” said Lady 
Salisbury, “of course it’s vulgar. But that is why we have got on so well.” 

Of political devices and of the fruit they bore in a large, well-drilled army of voters, Miss 
Robb has written in full and lively detail. Her sound use of the records of the Primrose 
League, as well as her inquiries among a wide range of other contemporary documents, books, 
and articles, make this study a valuable contribution to the history of British politics. 

Her work would, in my opinion, have gained by a simple enlargement of its plan. Would it 
not have been appropriate to make a comparison, even if slight, between the Primrose League 
and the Anti-Corn-Law League, or between the Primrose League and its counterparts in the 
Liberal Party? And why deprive us of a brief account of the League’s activities in recent 
years? It is still alive; indeed, very recently an important statement on British policy was 
made by a Conservative minister at the Grand Habitation. 


Cornell University F. G. MarcHam 


The Chicago Tribune, Its First Hundred Years. Vol. 1, 1847-1865. By Philip Kinsley. New 
York: Alfred A. Knopf, 1943. Pp. xv, 381, viii. $5.00. 


The significance of technological change in the newspaper industry for the political and 
economic struggle of the Civil War is brought out by this history of the Chicago Tribune 
from June 10, 1847, when 400 copies were issued, to the end of the Civil War when 40,000 
copies were the daily output. A first installment in an extended history, this volume is largely 
“a condensation and selection” from material printed in that period, in pursuance of a plan 
initiated by Edward Scott Beck, a member of the editorial board for forty-five years, and 
completed by Mr. Kinsley. It is concerned chiefly with the growth of Chicago and with the 
newspaper’s support of Abraham Lincoln; and it is a mine of information on the early devel- 
opment of the paper and the economic and political activities of the region. 

In spite of its disconnected character, this is perhaps one of the most important volumes on 
the Civil War yet to appear. Joseph Medill assumed control of the Chicago Tribune in 1855 
with a wide experience in the newspaper field and in the formation of the Republican party. 
He installed a single-cylinder Hoe press run by steam power in that year, a four-cylinder 
press in 1861, and an eight-cylinder press in 1864. In 1855, circulation of the daily was over 
3,000, of the triweekly 500, and of the weekly 4,500. With the new equipment, the newspaper 
was effective in securing the nomination and election of Abraham Lincoln in spite of the 
herculean efforts of Thurlow Weed, who dominated the Republican party through his news- 
paper at Albany, to nominate Seward. The control of the press shifted for the first time from 
the seaboard to the Middle West with far-reaching implications for the history of the United 
States. The development of the rotary newspaper press by R. Hoe and Company in 1846 was 
crucial to the history of the United States. 


University of Toronto Harotp A. INNIs 
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A History of Social Thought. By Paul Hanly Furfey. New York: The Macmillan Company, 
1942. Pp. xiii, 468. $2.75. 


In developing his History of Social Thought, Mr. Furfey faced two alternatives: to con- 
sider the contributions of a limited number of prominent thinkers in each period of history, 
or to encompass great numbers of writers. The former method offers thoroughness with re- 
spect to the contributions of selected individuals, but leaves open the question whether they 
are truly representative of the social thought of their age. The second approach gives recogni- 
tion to the ideas of many individuals, but the brevity of space necessarily allotted to each 
gives the reader only the most casual acquaintance with their several contributions. 

Recognizing fully the difficulties of an encyclopedic type of work, Mr. Furfey has yet 
chosen the latter method. He presents a valuable, though sketchy, picture of the social 
thought of primitive peoples. Similarly, every student of early history will welcome the 
treatment of social thought in the ancient Near East, in the Old Testament, in the Far East, 
and in Greece and Rome. Those chapters of the volume dealing with the New Testament, the 
Medieval period, the era of Naturalism and Modern times are well written, but, as the author 
frankly intended, are frequently interspersed with the Roman Catholic point of view where 
social thought impinges upon the religious sphere. Nevertheless one is impressed by the 
author’s sense of fairness. 

Attention is given to the “philosophy of progress” and to the genesis of nationalism and 
imperialism as revealed in writings of the nineteenth and early twentieth centuries. Also, the 
social and economic philosophies of Pope Leo XIII are stressed. Within the United States, 
Mr. Furfey portrays through the works of representative Americans the evolution of democ- 
racy, the development and subsequent attacks upon capitalism, and the rise of a nationalistic 
spirit. 

He sees the influence of sociology upon practical affairs as definitely increasing, and there- 
fore he devotes one chapter to the rise of academic sociology. After giving primary attention 
to Comte, he touches upon many other sociologists whom he classifies into the philosophico- 
scientific school (Shaeffle, Gumplowicz, Ratzenhofer, Tarde, Ward, Sumner, and Pareto, 
among others) ; or the behavioristic school (Thomas, Znanieki, Bernard, Lundberg, etc.) ; 
or the integrative school (Max Weber, Sombart, and others). 

The period from 1914 to 1939 is described as “The Great Disillusionment,” which suggests 
the change taking place in social thought from the prewar era of “progress.” In rapid survey 
Mr. Furfey discusses the failure of the League of Nations, the vicissitudes of capitalism and 
the depression, the New Deal philosophies, and, in conclusion, “the one true remedy”—right 
moral principles in the state, in international affairs, in the family, and in the individual. 


New York University Eart E. Muntz 


Maryland During and After the Revolution. By Philip A. Crowl. [The Johns Hopkins Uni- 
versity Studies in Historical and Political Science, Series LXI, No. 1.] Baltimore: The 
Johns Hopkins Press, 1943. Pp. 185, xiv. $1.75. 


Instead of attempting a comprehensive history of Maryland, 1775-89, Mr. Crowl has 
focused his attention upon six leading questions, for each of which he has supplied an answer. 
First, he has shown that in the mid-1780’s Maryland did not totter on the brink of chaos 
and anarchy or pass through a severe crisis, as the thesis of John Fiske states. Secondly, Mr. 
Crowl’s findings demonstrate that Maryland did not experience a thoroughgoing social revo- 
lution, since the most important section of the prerevolutionary upper class retained its posi- 
tion after 1775. The third question—did Maryland politics exhibit a class conflict p—Mr. 
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Crowl answers in the negative: the important contests of the time were struggles in which 
factions of various classes were aligned in coalitions that divided the social strata vertically 
rather than horizontally. 

Fourthly, the evidence of the study does not support the hypothesis that creditors of the 
federal government devised the Constitution as a means of enriching themselves. Mr. Crowl 
discloses that some leading Anti-Federalists in Maryland were federal creditors and that most 
of the Federalists were not. With respect to the fifth question—was the Constitution the 
work of creditors and foes of paper money ?—it appears that many advocates of paper money 
in the Maryland contest of 1785-86 voted for ratification in 1788. On December 15, 1786, the 
House of Delegates voted 37 to 25 for a large issue of paper money; on April 26, 1788, the 
ratifying convention, chosen by the same electors, adopted the Constitution by a vote of 
63 to 11. “Of eleven men who voted in the House of Delegates on the paper money bill of 
1785 and later attended the ratifying convention of 1788, seven expressed their approval of 
both the Constitution and paper money... .” 

The sixth question deals with the interests of leading Anti-Federalists. Mr. Crowl has re- 
vealed that several of them were debtors, on one of two counts: first, to the state, for con- 
fiscated Loyalist property which they had purchased on credit; secondly, to British mer- 
chants, by reason of prewar commercial loans. The federal Constitution meant that neither 
type of debt was to be evaded or scaled down by large issues of legal-tender bills of credit. 

Mr. Crowl has not made an analysis of the economy of Maryland, nor has he given a 
description of economic conditions in the state. He has confined his study mainly to a review 
of economic issues in politics. He has presented a good sketch of upper-class leadership and 
has traced with care the legislative history of five important subjects: the organizing of the 
state government in 1776, the confiscation of Loyalist property, the status of prewar British 
debts, the agitation for paper money, and Maryland’s action regarding the formation and 
ratification of the Constitution. The results of the study are mainly on the negative side. It 
demonstrates that certain interests were not decisive in shaping Maryland’s attitude toward 
the Constitution, but it does not show why the state voted so overwhelmingly in favor of 
ratification. Mr. Crowl has wisely isolated a few leading issues, which he has treated with 
precision both in the assembling and in the weighing of evidence. The effect is as if he had 
used a sharp tool. There is no sensational thesis and no special pleading. The study is modest 
in scope and tone, closely reasoned, well written, compact, respectful of evidence, and pro- 
ductive of results that inspire confidence. 


University of Wisconsin Curtis P. NETTELS 


Federal Cooperation with the States under the Commerce Clause. By Joseph E. Kallenbach. 
Ann Arbor: The University of Michigan Press, 1942. Pp. viii, 428. $4.00. 


Legislation concerning economic enterprise has been greatly influenced by the nature of 
the American federal system. Economic historians are familiar with certain aspects of this 
story as, for example, the history of banking legislation and the history of railroad legislation. 
Federal Cooperation with the States is concerned with Congressional legislation which em- 
powers the states to regulate that “commerce which involves more states than one.” This is a 
phase of the subject which has received little attention from the point of view of its economic 
implications, partly because the subject matter has been of less spectacular importance, partly 
because the entire problem has been wrapped up in, and obscured by, some of the most in- 
tricate and technical discussions of constitutional law. 

The Constitution grants to Congress the power to regulate commerce among the several 
states. There is no absolutely reliable evidence indicating whether or not the Founding 
Fathers intended that this be an exclusive grant of power. The Supreme Court, after a long 
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period of confusion, finally worked out the formula that the power was exclusive only where 
the subject required a single uniform rule. Otherwise, the states were left free to pass legisla- 
tion regulating interstate commerce until Congress saw fit to occupy the field. Even at the 
present time there is a very considerable body of state legislation which deals with commerce 
among the several states, that is, with the areas where Congress might step in and render 
state legislation invalid. 

During the last half century this peculiar kind of federal co-operation has been manifested 
in a number of Congressional acts which in some fashion strengthen or confirm state legisla- 
tion, even though that state legislation regulates what the Court itself has usually considered 
to be interstate commerce. The Wilson Act of 1890 and the later Webb-Kenyon Act gave 
support to those states which prohibited the sale and transportation of intoxicating liquors 
within their borders—a principle that finds extension and application in the Twenty-first 
Amendment. Other statutes have validated state regulations or prohibitions of the traffic in 
game birds and animals, oleomargarine, plants and some other agricultural commodities, 
prison-made goods, prize-fight films, stolen property, kidnaped persons, and contraband oil. 
In a few other instances, the Congressional acts have adopted state laws dealing with public 
health, pilotage, and workmen’s compensation in maritime employment. 

This is, in short, an area in which Congress and the Supreme Court together have 
strengthened rather than weakened state regulation of commerce. Mr. Kallenbach has made 
a very useful, because a very thorough, survey both of the statutes and of the judicial deci- 
sions interpreting them. The book cannot be recommended for light summer reading, but the 
style is clear, and if Mr. Kallenbach has not always succeeded in making the going easy for 
the reader, at least he has not lost himself in the mazes of the statutes and cases which he 
surveys. He has seen that judicial doctrine is not always a useful guide to the actual legal 
situations, and that sometimes the doctrine has only served to confuse. The Court has here, as 
in some other areas of constitutional law, appeared to base its rulings upon broad constitu- 
tional principles, and to state them in legal formulae, while ordinarily it has used its legalistic 
jargon as a cover for judgments on policy. The one generalization which applies to nearly all 
the decisions is that the Court has almost invariably sustained the Congressional interpreta- 
tion of the commerce power. And it would seem today that the only reliable formula for the 
Court to follow in its efforts to deal with the mass of problems growing out of state laws 
which in some way affect commerce among the states is to rely entirely upon Congressional 
action. This would be to accept the point of view espoused by Chief Justice Taney a century 
ago. As he then saw, the responsibility for sanctioning or prohibiting state action should 
emanate from Congress. The attempt of the Court to apply its rule of selective exclusiveness 
has not been an unqualified success. 


Harvard University BENJAMIN F. WRIGHT 


Harvard Co-operative Society Past and Present, 1882-1942. By N. S. B. Gras. Cambridge: 
Harvard University Press, 1942. Pp. xi, 191. $1.50. 


In his preface, Mr. Gras states that “this history of the Harvard Co-operative Society was 
undertaken simply to make known the facts to the officers, directors, and members of the 
Society, to the many former members, and to the outside public.” 

Mr. Gras has succeeded admirably in accomplishing this objective. His story unfolds with 
a deftness that compensates for the incompleteness of the available material. The officers, 
directors, and members of the Society should find in this study a perspective that should 
prove valuable in the Society’s future operations. The many former members, especially 
those who are listed in the appendix as officers and directors since 1882, should find the book 
extremely enjoyable for its nostalgic qualities. Incidentally this list of officers contains the 
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names of many men prominent in American life today. It would be of interest to know if they 
would attribute any of their later success to the practical experience gained as students in 
solving the problems of their co-operative. 

The author’s final objective was to make the facts known “to the outside public.” The 
extent of public interest in such a history cannot be very great but school administrators and 
student groups should find the experiences of the Harvard Co-operative of real value in 
understanding the specialized problems of campus co-operatives. By reading this book many 
a campus co-operative might avoid the difficulties inherent in a membership that changes 
almost completely every four years and gain the stability and efficiency of continuity of 
management which the Harvard Society found necessary. 

Mr. Gras’s interpretation that “after twenty years of idealism there followed forty years 
of success” seems open to question. It would be much fairer to say that after twenty years of 
pioneering, of struggling with the problems of student organization, of educating students in 
the responsibilities of ownership and management, a sound co-operative organization, adapted 
to campus conditions, was finally evolved. In a world suffering from too much materialism, 
the pioneering efforts of students and consumers to evolve a practical plan of self-help should 
not be waved aside too quickly and labeled with the negative connotation inherent in the 
word “idealism.” Perhaps this is an unfair interpretation of Mr. Gras’s interpretation, but he 
seems to have gone out of his way to set the Harvard Co-operative Society apart from what 
he calls the “idealistic Co-operative movement.” 

Perhaps in this centennial year of the co-operative movement one should be permitted to 
question this “idealistic” label when one notes the very practical solution to many of our 
problems which the co-operative movement has evolved. 

On the whole, Mr. Gras’s work is to be recommended highly. As history it is very enjoyable 
reading and the author must have found its preparation a labor of love. 


New Vork University James C. Drury 


Journal and Letters of Philip Vickers Fithian, 1773-1774: A Plantation Tour of the Old 
Dominion. Edited with an Introduction by Hunter Dickinson Farish. [Williamsburg Res- 
toration Historical Studies, No. 3.] Richmond: The Dietz Press, 1943. Pp. xlv, 323. $4.00. 


The part of the Fithian journal in which the chronicler recites his experiences as tutor in the 
family of Robert Carter, of Nomini Hall, was first published in 1900 by the defunct Princeton 
Historical Association, and it at once became a major historical source book for plantation 
life in eighteenth-century Virginia. When this edition was exhausted, there arose an insistent 
demand for another, which remained unheeded until Colonial Williamsburg, Inc., decided to 
publish the present volume as one of its Historical Studies. Historians are indebted to Mr. 
Farish for going over the manuscript in the library of Princeton University to search out, for 
inclusion in the new edition, sections of the journal and letters to and from Fithian which 
had been overlooked by the former editor. He has given us also an excellent introduction in 
two chapters: “Virginia During the Golden Age” and “Fithian and the Carter Family.” Espe- 
cially interesting is the catalogue of the library of Robert Carter, which Fithian jotted down 
with such meticulous care, and which is presented as an appendix. 

The journal itself is a storehouse of information. We learn to know Colonel Carter for 
what he was—a Virginia planter interested in managing his vast estate, but also interested in 
music, philosophy, and public affairs, a kindly, deeply religious man; we meet Mrs. Carter, 
whom Fithian describes as “prudent,” a “remarkable economist,” “well acquainted with the 
formality and ceremony which we find commonly in high life”; we are conducted through 
the mansion of Nomini Hall ; we view the flower garden, make a tour of the plantation where 
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the slaves are at work in the fields, accompany the family to a ball at Lee Hall where the 
dinner is elegant, the ladies are “dressed gay and splendid,” the dancing is interesting, and 
some of the younger men linger over the punch bow! to drink and roar out “liberty songs.” 

All this is not the less interesting because seen through the eyes of a young Northerner who 
was preparing to enter the Presbyterian ministry and who criticized the short sermons of the 
Virginia parsons and was shocked when the churchyard became a place of social gathering 
before and after the sermon. We must beware, however, of taking seriously, as numerous 
reviewers have done, the overseer who found pleasure in “stringing” the pious stranger with 
tales of cruelty to slaves. We know that overseers on “quarters,” or plantations on which the 
master did not reside, were often guilty of severities, but one who dared to “curry” a black, 
or hoist him over a nail-studded plank, or otherwise to inflict serious injury, knew he would 
be dismissed the moment it came to the knowledge of the master. That such a thing could 
happen on the home plantation of George Lee is highly improbable. 

The publication of the new edition of Fithian’s journal will be greeted with enthusiasm by 
historians who now can afford to have this mine of information on colonial Virginia in their 
private libraries. The general public, too, will be happy to have a narrative, so vivid and 
fascinating, which recreates for them the life of one of the most interesting groups in one of 
the most interesting periods of American history. 


Princeton University T. J. WERTENBAKER 


Free Negro Labor and Property Holding in Virginia, 1830-1860. By Luther Porter Jackson. 
New York: D. Appleton-Century Company, 1942. Pp. xix, 270. $3.75. 


In Virginia during the thirty years from 1830 to 1860, the free negroes, as a consequence 
of the fear aroused by the abolitionists, were deprived by legislative enactment of many of 
their former legal and customary rights. It was forbidden to teach them to read and write; 
they could not leave their community without having with them their certificate of freedom; 
they could not assemble with other negroes except in the presence of some designated white 
man; and finally the law compelled them to leave the state within one year of their 
emancipation. Without the examination of other sources than the laws, one would naturally 
conclude that in Virginia free negroes were either to be remanded to slavery or exiled from 
their native state. 

Neither one of these things occurred. On the contrary, the great maze of restrictive legisla- 
tion was seldom put into operation beyond the preliminary stages. The emancipated slave, 
supported by testimonials and pleas of his white neighbors, usually petitioned the legislature 
or county court for the right to remain in Virginia and, according to Mr. Jackson’s findings, 
not over one in twenty was refused, and even this refusal was frequently favorably recon- 
sidered. In the face of the laws the freedmen continued to exercise their customary liberties. 
Indeed, this was an era of great economic progress for the free negroes of Virginia—and 
apparently in other southern states. In 1830 one free negro family in ten owned a farm or 
city property, while in 1860 one in five families held such real estate, a few owning over 1,000 
acres. This ratio of ownership was about the same as that of the entire southern group of 
negroes in 1910. The skilled and unskilled free negro laborers found ample employment and 
good wages during this period, for Virginia along with other southern states was building 
turnpikes, railroads, canals, and industrial establishments and was experiencing an agricul- 
tural revival, all of which made great demands upon all sources of labor. 

Indeed it was, according to Mr. Jackson’s interpretation, the great demand for the labor of 
the free negro that nullified the harsh laws. This seems to be an excellent application of the 
thesis that economic law will nullify municipal law where the two are in conflict. But Mr. 
Jackson ignores what was obviously the dominant factor in many of the testimonials and 
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petitions of the free negroes’ white neighbors—and in other documents, such as wills, relating 
to the emancipation and treatment of the negro—the personal attachment felt by the whites 
for these colored people. Then, as later, it was the abstract negro, certainly the anonymous 
one, and not the individual negro of the community, whom the southern whites proposed to 
deal with harshly. 

The research upon which this study is based is impressive for its thoroughness, scope, and 
skill. Mr. Jackson’s extensive use of county records and the unpublished federal census rec- 
ords is indicative of a recent important trend in historical research. These records together 
with the town and city records furnish the basic documents for any study of the economic 
and social life of a region. 


Vanderbilt University Frank L. OwsLEy 


The Kentucky Poor Law, 1792-1936. By Emil McKee Sunley. Chicago: The University of 
Chicago Press, 1942. Pp. Ix, 160. $1.50. 


Mr. Sunley’s volume may have significance for the study of public administration but it 
contains little “pay dirt” for the economic historian. It is primarily a legislative history and 
draws its data mainly from the published acts, although frequently there are citations from 
reports of the two efficiency commissions that have functioned in Kentucky. 

Following a straight course, Mr. Sunley goes from one legislative act to the next and in 
so doing gives his reader scarcely as much as a fleeting glimpse of either the legislators or the 
people who demanded the passage of the several laws. This is the more disappointing since, 
from my own experience, I can attest to the fruitfulness of looking behind the “poor law” or 
other statutes to observe the fine order of the local politics involved; and I venture to em- 
phasize this sort of penetration since, in my view, it is this fine personal touch which gives 
every vital subject in Kentucky either meaning or complete lack of meaning. 

The economic historian will find his largest nugget in the relation between land policies and 
the relief of poverty. In his introduction (p. 1), Mr. Sunley says that Kentucky had “a 
distinct advantage over the New England states by thus making use of a large unit of local 
government for the administration of the poor law .. . . First there was the early use of 
vacant and unappropriated state lands to relieve destitution.” And the published acts, up to 
1833, are cluttered with private land legislation, in which nearly every case is one of extreme 
need. 

Finally, I have a few detailed complaints to offer. First, there is neither bibliography nor 
index to the volume; and, secondly, either the copy of the book which I received is an excep- 
tional one or the University of Chicago Press has allowed its standards of typography to 
deteriorate. Most of the letters are too heavily inked for legibility. 


University of Kentucky T. D. Crarxk 


European Powers and South-East Africa. A Study of International Relations on the South- 
East Coast of Africa, 1796-1856. By Mabel V. Jackson. New York: Longmans, Green & 
Co., 1942. Pp. 284, vi. $8.40. 


Portuguese East Africa or the Mozambique Colony is the focal area here treated in its 
external relations, near and far. The weakness, backwardness, and all-round rottenness of the 
colony are described and copiously documented. There is one short chapter (VI) specifically 
on commerce, but materials on this subject are widely scattered through the text and are not 
its best features, except for the treatment of the slave trade. The difficulty of ending the slave 
trade as long as there were markets outside Africa and as long as Europeans did not control 
the interior stands out sharply. It was not even easy to tell what labor was slave and what 
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free, or which was preferable under actual conditions. France’s great interest and activity in 
the Indian Ocean during this period is recalled in impressive detail. 

The book fills historical gaps for the reader who has a ready-made interest in the area or 
the fortitude to wade through a dull and scholarly treatise. In the second case, it may be of 
help to remember that the terminal date 1856 is artificial, the interesting contrast being that 
between the periods before and after the opening of the Suez Canal. 


University of California M. M. Knicut 
Berkeley, California 


The Canadian Born in the United States: An Analysis of the Statistics of the Canadian 
Element in the Population of the United States 1850 to 1930. By Leon E. Truesdell. New 
Haven: Yale University Press; Toronto: The Ryerson Press, 1943. Pp. xvii, 263. $3.00. 


Statisticians have long known that the impersonal rows and columns of figures which one 
sees on the pages of a census volume reflect the movements and behavior of people. Mr. 
Truesdell makes these figures tell a story of movement of people across the United States— 
Canadian border for eighty years. With the help of 121 tables and 36 charts he extracts from 
the census data a record of the lives that lie behind these statistics. His book, together with 
the companion volumes in the Shotwell series, The American Born in Canada and The 
Mingling of the Canadian and American People, shows how useful can be a combination of 
the efforts of the historian and the social statistician. 

Mr. Truesdell shows that, while the American-born in Canada are distributed rather 
widely over the whole area of the Dominion, the Canadian-born in the United States are 
rather closely concentrated in the New England states, along the northern border from New 
York westward, and in the Pacific Coast states. More than half of the Canadian-born in the 
United States were found in twenty-three counties. Concentration of the French Canadians 
in the northeastern corner of the United States is especially marked. The number of Canadian- 
born in the United States in 1930 was almost one sixth as great as the entire native population 
of Canada. Nearly three tenths of the Canadian-born in the United States in 1930 spoke their 
French mother tongue, practically the same as the percentages returned as of French origin 
in the 1931 census of Canada. 

Major attention is given to regional and rural-urban distribution, age, color, sex, citizen- 
ship, marital status, size of family, number of children and number of workers, illiteracy, 
ability to speak English among French Canadians in the United States, and tenure and value 
or rent of homes. In addition to the data on Canadian-born, the report also gives some data 
for the children of the Canadian-born. 

Mr. Truesdell’s book will undoubtedly come to be regarded as the definitive work in the 
field. The high standard of scholarship and the clarity of presentation should serve as a model 
for many others. 


Department of Agriculture, Washington, D.C. ConraAD TAEUBER 


Economie et finances de la France—passé et avenir. By Robert Wolff. New York: Brentano’s, 
1943. Pp. 320. $2.25. 


Why did France fall so swiftly and completely before the onslaught of German arms in 
1940? Many an author has sought an answer to this question during the last three years and 
most of them have been inclined to offer by way of explanation the role of fifth columnists, 
the ineptitude of military authorities, the patriotic lassitude of the people, and the intrigue of 
politicians. Robert Wolff is the only one up to the present to attempt fully to describe in 
terms of political economy why France was pushed over the brink of disaster. For this reason 
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alone Economie et finances de la France is worthy of close study, but on another score it 
should be put on the “must” list of every student of French affairs: the author, an interna- 
tional banker, a political conservative, and a liberal economist, advances a postwar economic 
and political program for France that is typical of the ideologies which he represents. 

Mr. Wolff’s initial positions are that the great weakness of France was the lack of economic 
power; that economic power is measured fundamentally by capacity for production; and 
the chief factors determining this capacity are size of the population, the skills and distribu- 
tion of the population, fertility of the soil, and natural resources. In the ensuing pages, some 
attention is given to these matters, but by far the greatest consideration is devoted to those 
public policies which have, it is argued, prevented France from making the most of its eco- 
nomic opportunities. The agricultural policy of subsidizing wheat and wine farmers through 
a parity-price scheme and a high protective tariff is blamed for the uneconomic and surplus 
production of some crops and for the failure to ameliorate or increase the growing of other 
products, such as fruits. Monetary instability, high interest rates, protection, and failure to 
establish adequate reserves for depreciation in times of rising prices are accused of having 
paralyzed French industry. The advantages that the workers thought they were getting by 
wage increases in 1936 are claimed to have been wiped out at once by price increases, while 
the forty-hour week is said to have resulted in a loss of production, hence a loss in national 
economic power, without relieving unemployment. The tax system, aiming as it did to dis- 
tribute wealth more widely, is charged with having so penalized venture capital that there 
was a sit-down strike of investors. And the monetary policy is reproached with never having 
tried seriously to effect stabilization, except under Poincaré, through balanced budgets and 
balanced international payments. 

From this analysis of the reasons why France fell, an idea of Wolff’s proposals for postwar 
reforms may easily be deduced. France must have a larger and more technically trained 
population—an end that may be achieved through better economic conditions and more 
schooling in practical affairs. It must have greater production, which may be realized by 
doing away with state intervention and by widening the market through a customs union 
with the United Kingdom. It must revise its social legislation so that production is not 
sacrificed to ephemeral benefits. It must alter its tax structure so that the goal is not the 
redistribution of wealth but the securing of revenue without injury to the economy. And it 
must put its monetary house in order by balancing the state budget and balancing interna- 
tional trade and payments. Temporary assistance may be sought to this end by loans from 
the United States and Britain—loans which will be amortized at 1 per cent per annum. 
Finally, in the political realm Wolff proposes the creation of a permanent secretariat to the 
Presidency of the Council of Ministers for the purpose of supervising the execution of de- 
cisions reached, the formation of a Ministry of National Economy to integrate economic 
policies, the adoption of the principle of dissolving the Chamber when a government is de- 
feated, and the placing in the hands of the Council of Ministers of the sole right to initiate 
legislation for expending public moneys. Above all, however, Wolff insists upon the main- 
tenance of a system of private initiative and private profit. 


Columbia University SHEPARD B. CLoucH 


The United States, 1865-1900: A Survey of Current Literature with Abstracts of Unpub- 
lished Dissertations. Vol. I. September 1941-August 1942. Edited by Curtis Wiswell Garri- 
son. Fremont, Ohio: The Rutherford B. Hayes-Lucy Webb Hayes Foundation, 1942. Pp. 
ix, 176. $1.00 to libraries; 50 cents to students and teachers. 


Something novel in the form of a continuing testimonial is initiated in this, the first of a 
series of annual volumes planned to survey the literature in American history covering the 
years 1865-1900, the period of Mr. Hayes’s active political life. About two thirds of the vol- 
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ume is devoted to reviews or critiques of the principal books appearing in the year ending 
August, 1942, along with reviews or abstracts of about 140 articles from serial publications. 
The last third of the book contains abstracts of unpublished dissertations accepted by Ameri- 
can universities during 1942. The reviews or abstracts of articles are sometimes as short as 
one sentence. The book reviews also tend to be short ; with few exceptions, they run less than 
five hundred words. 

Realizing that most of the books included in this volume have already been reviewed else- 
where, the editors agree that their “survey is designed to supplement the professional jour- 
nals.” Nevertheless, this volume should prove of great value to American historians, particu- 
larly those specializing in the post-Civil War period. The list of reviewers is a distinguished 
one and most of the reviews are well done. Many research workers will find the abstracts of 
unpublished dissertations the most valuable part of the volume. The Hayes Foundation, 
anxious to make these theses available through microfilming, offers to pay the cost of making 
the master film of any dissertation for which ten orders for copies are received. 

In an introduction the editor gives a list of what he believes to be the most outstanding 
and important works of the year within this field. He singles out for particular note Melville 
J. Herskovits, The Myth of the Negro Past, a book which W. E. B. Du Bois suggests “may 
well prove epoch-making by helping the intelligence of the nation to discard a hurtful myth 
and much false philosophy built about it.” The editor gives to Mr. Herskovits a deserved 
honor by printing his portrait as a frontispiece. 


Smith College Harotp U. FAULKNER 


Workmen’s Compensation in North Carolina 1929-1940. By J. Maynard Keech. Durham: 
Duke University Press, 1942. Pp. ix, 198. $3.00. 


As a detailed analysis of the operation of workmen’s compensation in one state this book 
has value. Four chapters comprising the bulk of the work treat the provisions of the measure 
and how it functioned. Plainly, painstaking research has gone into the study, and those who 
deal with the details of labor-law administration, either as teachers or in administrative 
positions, will find advantageous the careful attention given to each feature of North Caro- 
lina’s experience. 

More material placing the subject in its economic setting might well have been included. 
It is true that the first two chapters give some historical perspective. One offers a competent 
brief summary of the general background of workmen’s compensation in common law and in 
American experience. The other, at greater length, treats of the tortuous road that the measure 
had to travel before it eventuated in law. Even here the rich materials lie behind the chapter 
rather than in it. Although Mr. Keech delved extensively into newspaper files, interviewed 
numerous persons involved in the campaigns centering around proposed bills, and consulted 
other primary sources, the treatment rarely gives us a real flavor of these firsthand materials. 

In the book taken as a whole, again, a chief lack is the absence of adequate comparative 
treatment. 


Institute of Labor Studies KATHARINE Du Pre LUMPKIN 
Northampton, Mass. 


The Tennessee Valley Authority. By Joseph Sirera Ramsmeier. Nashville: The Vanderbilt 
University Press, 1942. Pp. xx, 486. $3.00. 


In his preface, Mr. Ramsmeier states that this “is an appeal to all who believe in democracy 
to lay aside their prejudices and examine the facts.” He then turns to the historical back- 
ground, relates the incidents that led to the creation of the Tennessee Valley Authority, and 
outlines the problems and scope of the program undertaken by the TVA. Most of the book, 
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however, is devoted to a description of integrated water-control operations, analysis of TVA 
resale power rates, and the theories and problems of cost allocation. 

It will be remembered that allocation was the crux of the controversial discussions regard- 
ing the use of TVA electric-power rates as a “yardstick.” After devoting over two hundred 
pages to this important aspect of costs in multiple-purpose public projects, Mr. Ramsmeier 
concludes “that government is not interested in water control from a strictly commercial 
standpoint and that social and intangible economic benefits are not susceptible of pecuniary 
evaluation. It follows that public policy rather than prospective economic returns typically 
must be the final guide of public investment.” 

Mr. Ramsmeier has probably compiled the most complete data on the Tennessee Valley 
Authority that have been assembled to date. There is evidence of a great deal of research and 
verification. For the less determined readers he has summarized his findings at the beginning 
of each chapter. The book is thorough in its treatment, well written, and interesting. The 
author in conclusion presents a plan for the development and execution of a long-range 
National Water Plan. 


Washington, D.C. W. H. WINFIELD 


A Family of Thirty Million. The Story of the Metropolitan Life Insurance Company. By 
Louis I. Dublin. New York: Metropolitan Life Insurance Company, 1943. Pp. xvi, 496. 
Privately printed and distributed. 


If there were need for showing that the archives of insurance companies contain rich un- 
discovered sources of economic history, this book delivers an excellent proof. The authentic 
biography of one leader in America’s biggest business has been written in celebration of its 
seventy-fifth birthday “by one who has spent virtually his whole working life in the organi- 
zation.” Mr. Dublin is right in assuming that the reader will find the volume to be “a truly 
human story, one that is peculiarly American, reflecting the national genius for enterprise, 
technical skill, and good business administration.” At the same time, he will learn that the 
usual American way of looking at insurance exclusively as a business is erroneous, incorrect, 
and shortsighted. It would be difficult, if not impossible, to mention another “business” the 
bases of which are as multifold and complicated as the bases of insurance. To become ac- 
quainted with all its aspects—business administration, economy, law, government, statistics, 
sociology, mathematics, and medicine, all harmoniously united in the European but not yet in 
our own “science of insurance”—one has to look into Dublin’s attractive book. 

The Metropolitan “was not born with a silver spoon in its mouth.” On March 24, 1868, the 
company began business with six people in two rooms. In 1943 it had close to 50,000 em- 
ployees and agents and assets of $6,000,000,000, while its policies approximated 43,000,000, 
issued to about 30,000,000 persons in the United States and Canada, and covering $27,000,- 
000,000 of insured amounts. The Metropolitan at the end of its first decade, which had been 
“not without struggle and anxiety,” by chance gained contact with a large group of wage 
earners. Following the example of some English life-insurance companies and that of Ameri- 
can Prudential, it began issuing, in November, 1879, “industrial policies”: life-insurance con- 
tracts for small amounts (a few hundred dollars) to all members of a family, without 
medical examination and with weekly premiums collected in the homes by agents. Thus, the 
modern mass product of life-insurance business was fitted into the scheme of weekly wages 
and into the budget of workers’ families. In the nineties, besides the industrial, an ordinary 
department was developed ; later, various other forms of policies were introduced: interme- 
diate in 1896, group insurance in 1917. The explanation for the rapid growth of the company 
is to be found to a large degree in the fact that most of its chief executives “have been not 
only able men of affairs; they have also been men of broad vision and social sympathies— 
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self-made men who had risen from the ranks and understood the problem of working people.” 

For the further development of the Metropolitan the most fortunate idea was the organiza- 
tion of a “welfare division,” the purpose of which was health education and the prevention of 
disease. During the presidency of Mr. Fiske and “under the guiding genius” of Lee K. Frankel, 
principles were transplanted from German compulsory social-insurance funds to American 
voluntary industrial-insurance business. (It was my privilege to be Dr. Frankel’s consultant 
in Europe and to introduce him into the mysteries of Bismarck’s progressive social work, 
with which that conservative statesman sought to prolongate the imperial capitalistic epoch.) 
The expenses for prevention of early deaths have been productive: from the very beginning 
of the welfare campaign, death rates retreated more rapidly for policyholders than for the 
population in general. 

The mutualization of the company, which had been founded as a stock company, occurred 
in 1915 under the leadership of Frederick H. Ecker, then treasurer. He became president in 
1929 and, despite concurrent economic difficulties, the period of his presidency has been the 
golden era of the Metropolitan. 

Since the Metropolitan is a human institution, its development certainly has not proceeded 
without errors and mistakes, “trials and tribulations,” and even today the enterprise “has 
not reached perfection.” What is of more importance: “The record is one of constant self- 
examination and improvement of practice.” There were and still are criticisms. Some of these 
“served a useful purpose by calling attention to the need for constructive changes.” The com- 
pany “has always been eager . .. . to better its service.” That is especially true in regard to 
“the aggressive, individualistic spirit” of past times in which the contracts were not so liberal 
as they are today, and agents were often so poorly trained that high lapses and excessive ex- 
penses resulted. All progress, however, in the Metropolitan and in other companies, has not 
removed the fact that “there are still many uninsured or inadequately insured individuals.” 
It remains to be seen whether and, if so, how the private insurance companies in the United 
States will answer the alarming call for universal insurance from the “cradle to the grave.” 


Indiana University ALFRED MANES 


The Rise and Fall of the House of Ullstein. By Hermann Ullstein. New York: Simon and 
Schuster, 1943. Pp. 308. $3.00. 


The House of Ullstein was a great German publishing firm. Nothing in the United States 
resembles it, though the Hearst business has at times been comparable. It issued daily news- 
papers for both the high-brow and the tabloid audiences; published illustrated journals, 
models of what Life was later on to become; and conducted a book-publishing business with 
wide and lucrative ramifications. Its origins are associated with the reign of Wilhelm II. 
Under the Weimar Republic, it wielded an influence never so great as that of the Mosse- 
Verlag, which published the Berliner Tageblatt, but still very considerable. 

German patriotism had always been the proud boast of the Ullstein family. The Ullsteins 
were of Jewish descent and kept their friendship for men like Rathenau. But the well-being 
of the Fatherland was as much their constant concern as if every member of their very suc- 
cessful clan had been descended from Siegfried and Brunhilda themselves. It was therefore 
all the more poignant that Nazi oratory should single out the Ullsteins as traitors. Many such 
men found the shock of Hitler’s fanaticism too great to bear. Some died of broken hearts. 
Others committed suicide. One cannot doubt that Hermann Ullstein suffered keenly and 
fatally. 

The book is of twofold interest, though it is not a very stirring or informative volume. 
First, it provides some insight into the outlook and operations of a large German publishing 
house, in the days before dictatorship suppressed all freedom. The Ullsteins made money and 
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gained prominence, but above everything else they set a standard of good middle-class con- 
cern for their country. Then came Hitler. The author tells the story without too noticeable 
an effort to dabble in pathos. Nothing could have been more hard-boiled than the Nazis. They 
suppressed Jewish enterprise in the name of the “Third Reich,” but every move they made 
feathered some Gauleiter’s nest. Sometimes it seemed as if restraining influences would be 
mustered in Germany. But the ruthless opportunism of these desperadoes circumvented all 
opposition. They resorted to murder without any scruples. All morality was alien to them. 

Americans have heard all this before. Perhaps the very simplicity of Herr Ullstein’s narra- 
tive will make his story credible. 


Hunter College GEorGE N. SHUSTER 


The Spirit of the Age. By John Stuart Mill. Introductory essay by Frederick A. von Hayek. 
Chicago: The University of Chicago Press, 1942. Pp. xxxiii, 94. $1.50. 


Frederick von Hayek, who, in his studies on “The Counter-revolution of Science” in 
Economica (February—August, 1941), set forth a well-documented, suggestive, and fresh 
interpretation of the Saint-Simonian movement, has reprinted a series of articles written by 
Mill during his most Saint-Simonian phase and has prefaced them by a careful and judicious 
essay on “John Stuart Mill at the Age of Twenty-five.” Mr. von Hayek has a particular liking 
for Mill “at the height of his reaction against his earlier views”: “The young Mill in the years 
when he had just broken away from the inherited views and in the enthusiasm of his dis- 
coveries went much further than sober reflection would allow him to remain is in many ways 
a more attractive figure than the zealous sectarian of his early days or the austere and bal- 
anced philosopher of mature years” (p. viii). The editor takes Mill to be a revolutionary 
precursor of our age rather than a “representative” Victorian, although he emphasizes Mill’s 
continued support of private property and competition, despite his dalliance with “socialism.” 

Mr. von Hayek makes skillful use of Mill’s published letters, especially the correspondence 
with D’Eichthal, to clarify his relations to the Saint-Simonians and to Comte from 1828 to 
the time (1831) when “The Spirit of the Age” appeared in the Examiner. (Mill’s letter in the 
Saint-Simonian organ Le Globe, April 18, 1832, perhaps his most Saint-Simonian utterance, 
which Mr. von Hayek says [p. xxiii, note 16] he has not been able to consuit, will appear, 
edited by Hill Shine, in a forthcoming issue of the Journal of the History of Ideas.) Although 
the main ideas of “The Spirit of the Age” are drawn from the Saint-Simonian literature and 
from Comte’s Systéme de politique positive of 1822, Mill hardly touches on any economic 
question, thereby justifying Mr. von Hayek’s judgment that at this period, he had neglected 
to a surprising extent the contemporary development of English political economy. Mill’s 
interest is here almost wholly intellectual and moral. He finds himself confronting a revolu- 
tion “in the human mind,” a departure from the “modes of thinking of our ancestors.” This 
“age of transition” from outworn opinions illustrates, not the increase of wisdom, but the 
increase of discussion. Discussion weakens error, but does not add to knowledge; it has led 
to “intellectual anarchy,” in which no new “fixed opinions” have generally established 
themselves. 

It is a very authoritarian and dogmatic Mill who here writes, deploring the lack of “estab- 
lished doctrines,” “strong convictions,” and “fixed and riveted principles.” For the present, 
private judgment in morals and politics is a pis aller; but society will not be healthy until 
“the uninstructed have faith in the instructed.” The growth of intelligence among the people 
is not the way out: “If I thought all this indispensable, I should despair of human nature.” 
Men must take their opinions “upon the authority of those who have studied them.” And so 
Mill accepts the Saint-Simonian and Comtean—and Platonic—panacea: the multitude must 
trust a new “spiritual power” of scientific experts in morals and politics. There is no more 
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excuse for discussing political issues than for discussing the binomial theorem. “It is one of 
the necessary conditions of humanity, that the majority must either have wrong opinions, or 
no fixed opinions, or must place the degree of reliance warranted by reason, in the authority 
of those who have made moral and social philosophy their peculiar study . . . . Reason itself 
will teach most men that they must, in the last resort, fall back upon the authority of still 
more cultivated minds, as the ultimate sanction of their reason itself” (p. 31). Only the proofs 
of the truths of political economy may be brought down to the level of the uninformed 
multitude. Yet this dogmatic young man lived to write On Liberty and Representative 
Government. 

The remaining three essays elaborate the Comtean distinction between the “natural” state 
of society, in which the fittest rule and perform the “office of thinking for the people,” and 
the present “transitional” state, in which they do not, and where there is no intellectual 
authority at all. In the best republics of antiquity, as today in the United States, worldly 
power was exerted by the fittest; in the Middle Ages, the possession of power called forth 
the qualifications for its exercise. Accepting the Saint-Simonian philosophy of history, Mill 
praises the Middle Ages and the Catholic spiritual power as a “natural” state; the incidental 
oppression was a necessary stage in civilization. But in modern times the wealthy classes have 
degenerated; their opinions have become “merely hereditary.” Men are now capable of being 
better governed than the wealthy classes have ever governed them. These classes, having lost 
their moral authority, must be divested of their monopoly of worldly power, and the fran- 
chise must be given to the most virtuous and instructed of the nation. Having bent the Saint- 
Simonian argument to a plea for the Reform Bill, Mill breaks off. 

There is not much consistency in this practical conclusion. Mill, indeed, himself illustrates 
the sarcastic warning he was giving the Saint-Simonians that Englishmen always face specific 
issues and will have no traffic with general ideas. This conflict remained with Mill all his life. 
Yet his characteristic genius as a social and philosophic thinker lay in the intellectual honesty 
with which, in the face of concrete problems, he was able to reconstruct completely the sys- 
tem of general ideas with which he had started. Inadequate as were all the hypotheses with 
which he set out, he was in temper and practice a genuine experimentalist. This is clear in his 
political economy, his ethics, his associationist psychology, and his inductive logic. Mr. von 
Hayek has done a great service in rescuing from oblivion this material that shows how Mill’s 
experimental temper prevailed also in the development of his political ideas. 


Columbia University JoHN HERMAN RANDALL, Jr. 


Rejoinders 


To THE EpITOR OF THE JOURNAL OF EcoNnoMIc History: 


In your May, 1943, issue Mr. Gates reviewed my book, A History of the Texas Railroads 
and of Transportation Conditions under Spain and Mexico and the Republic and the State. 

Historians should write fairly, fully, factually. Reviewers should do likewise. I did not 
“attempt to convince readers of the eminent righteousness of the railroads,” but named the 
charges and admitted the truth of most, defending only when unjust. Dr. E. C. Barker, Pro- 
fessor of American History, University of Texas, in Southwestern Historical Quarterly, 
July, 1942, said: “A striking quality is the author’s awareness that neither virtue nor evil is 
the exclusive property of any class of society.” I did not charge those “advocating regulation” 


*Epitor’s Note: According to a vote of the Editorial Board on September 5, 1943, THE 
JouRNAL oF Economic History will publish rejoinders of restricted length and allow appro- 
priate space for the reviewer’s reply. 
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with “shortsightedness.” I said (p. 543): “All unbiased students now concede that regulation 
is necessary .... had it been enacted with the building of the first railroad, most of the evils 
of unrestricted management would have been avoided.” Of Governor Hogg, leader against 
early railroads’ policies and for a Commission, I said (p. 172) : “His policy and official actions 
were in the main in the interest of the people and even of the railroads themselves.” 

“Keen interest in Texas railroads” did not “estop use of material unfriendly to the rail- 
roads, such as the Grange papers.” Pages 571-73 were devoted to the Grange, its strength, 
activities, and influence. Other activities were fully covered, notably Governor Hogg’s, in at 
least twelve places; the Railroad Commission in Chapter XLV. 

I did not “neglect,” but purposely omitted, the Federal Co-ordinator’s Report. It dealt 
with federal land grants. There were none in Texas. When entering the Union, Texas retained 
her lands, handling land grants independently, differently. 

Professor Gates accuses me, unjustly, of “belittling the importance of land grants to rail- 
roads,” incidentally wandering, without warrant, to charge the Association of American 
Railroads with the same offense in their “hackneyed thesis.” In determining value of lands 
granted, I was not “shifting and inconsistent.” I held that the value to them was their value 
to the state when granted, shown by state records; also, I told what they netted, otherwise 
I would have been concealing pertinent facts. 

I did not “condone and uphold their hasty, if not premature construction, colonization 
policies and speculative character of their early history.” It was not hasty ; it was premature 
and speculative only in that it anticipated creating instead of waiting for traffic. There were 
no “sections colonized” by the railroads “which should not have been settled by farmers.” 
Texas railroads did no colonizing. Of their lands, 84 per cent were in western Texas, remote 
from railroads and sold for stockraising, not farming (p. 165). Of it, Land Commissioner of 
Texas Robison said: “The land is not now and never will be suitable for farming.” 

Texas has no “large class of debt-ridden farmers” or “widespread distribution of tenancy.” 
Professor Gates says she has and “in no small degree the result of railroad activities.” 

Limited space prevents other comments. 1 


Houston, Texas S. G. REED 


To THE EpriTor oF THE JOURNAL OF Economic History: 


Believing that competition was at the root of most of the evils of railroad management, 
Mr. Reed finds it easy to favor such regulation as forbade destructive rate cutting and the 
issue of passes, as did many railroad men at the time. The existence of financial mismanage- 
ment, stock watering, bribery of legislatures, excessive salaries of officers, and low wages of 
workers is either ignored or denied. A three-page treatment of the Grange in an 804-page 
book on railroads scarcely does justice to an institution that first focused attention on rail- 
road malpractices. The Federal Co-ordinator of Transportation, in Public Aids to Transpor- 
tation, deals with both state and federal land grants and a careful study of it might have 
aided Mr. Reed in improving what is the most superficial and apologetic section of his book, 
“Land Grants.” Historians of western (including Texas) railroads agree that much of the 
construction was hasty and premature and that many lines were projected for speculative 
purposes. It is fatuous to deny that Texas railroads engaged in colonization work or to say 
that Texas has no large class of debt-ridden farmers and a widespread distribution of tenancy. 
In 1940, 76 per cent of all Texas farms were either mortgaged or operated by tenants. The 
intrusion of the railroad between the state and the settler resulted in higher prices of land 
to the latter; it also resulted in large speculative holdings and early appearance of tenancy. 
It was Richard Ely who said: “Texas in granting lands generally subsidized the speculator, 
endowed monopoly, and pauperized the people.” 


Cornell University Pau WALLACE GATES 
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vakia, Belgium, Finland, Russia, Sweden, Switzerland, and the United States. 
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ANNUAL MEETING 
of the 


ECONOMIC HISTORY 
ASSOCIATION 


Circumstances permitting, the fourth annual meeting of The Economic 
History Association will be held at Princeton, N. J., September 29-30, 
1944. The program, which is being arranged by a committee of which 
Richard C. Overton at Chicago is chairman, will include morning and 
afternoon sessions on both days. There will be four principal sessions, 
the banquet, and one evening free for informal discussion. There will be 
one principal speaker at each session, followed by two or three critics. 
The annual banquet, at which Harold A. Innis will deliver his presiden- 
tial address, will be held on Saturday evening. 


Unless the war situation intervenes, the following sessions will be 
held, and the speakers whose names are listed will participate: 


I. WHAT IS ECONOMIC HISTORY? (A Symposium) 
John U. Nef, Leader (Chicago) 
Other participants to be announced 


Il. THE CORPORATION AND THE HISTORIAN 
Stanley Pargellis (Newberry Library, Chicago) 
Critics: Ralph Budd (Burlington Linés, Chicago) 

Colston E. Warne (Amherst) 
Third critic to be announced 


III. THE USE AND MISUSE OF PRICE HISTORY 
Earl J. Hamilton (Duke) 
Critics: Clarence E. Ayres (University of Texas) 
Second critic to be announced 


IV. BRITISH EXPERIENCE WITH FOREIGN INVESTMENTS 
Leland H. Jenks (Wellesley) 
Critics: Shepard B. Clough (Columbia) 
M. M. Knight (Washington, D. C.) 
Otto Nathan (Vassar) 


V. ANNUAL BANQUET: Presidential Address 
Harold A. Innis (Toronto) 


Arrangements have been made to hold the fourth annual meeting at 
the Princeton Inn. Inquiries about hotel accommodations should be 
addressed to Mr. William H. Summers, Assistant Manager, The Prince- 
ton Inn, Princeton, New Jersey. If for any reason the annual meeting 
cannot be held, members of the Association will be notified on or about 


August 1. 
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